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STATISTICAL SECTION 


The Bank publishes from time to time in this 
Review signed articles by exponents of different 
theories on questions of public interest. The Bank is 
not necessarily in agreement with the views expressed 
in these articles. They are published in order to 
stimulate free discussion and full inquiry. 





Continuing our series of articles reviewing the position of 
various European countries we publish in this issue a survey of 
“Economic Reconstruction in Italy" by Professor Bresciani- 
Turroni, Chairman of the Banco di Roma. Italy is of excep- 
tional interest to students of world affairs at this juncture, as 
evidenced by the fact that her needs, together with those of 
France, are deemed so urgent as to call for interim relief in 
advance of any general Marshall Aid for Europe. 

















Bretton Woods, Havana and the United 


Kingdom Balance of Payments 
By J. E. Meade 


I. INTRODUCTORY. 


INCE the end of the War one of the main issues in 

international policy has been that of the basic system of 

international commercial and financial relationships which 
this country should adopt. Should we attempt to rebuild our 
external position on the basis of a set of internationally recog- 
nized “‘ rules of the game ’’ designed to reduce commercial and 
financial obstacles to international commerce and to promote 
multilateral trading to the maximum possible extent? Or 
should we preserve our freedom from any such set of inter- 
national rules in order to build up a system of bilateral deals 
with other countries as a means of restoring our balance of 
payments by forcing others to buy from us as much as we buy 
from them and of insulating ourselves, to some extent at least, 
from the external instabilities which may arise in the future if 
there is another world slump spreading, for example, from a 
major depression in the United States ? 

The first alternative is associated with three great inter- 
national projects—the International Monetary Fund, the 
International Bank for Reconstruction and Development and 
the International Trade Organization, of which the first two, 
on which Lord Keynes so unreservedly expended his energies, 
are already born and the last is confidently expected by all 
concerned shortly to be the subject of an interesting event at 
Havana. In spite of much controversy on the subject the 
Government have consistently adopted this first alternative. 
The two Bretton Woods financial institutions were accepted 
at the end of 1945 at the time of the acceptance of the Loan 
Agreement. At the same time Trade Proposals, drafted by the 
United States authorities after the closest consultation with 
United Kingdom officials, were published and the Government 
expressed their agreement with the main principles of these 
Proposals. At two successive sessions of the United Nations 
Commission which has been preparing for the World 
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Conference on Trade and Employment (now meeting in / 
Havana) there has been elaborated a Draft Charter for an Inter- | 


national Trade Organization, clearly based in large measure 
on these Trade Proposals. 
Was the decision to support these institutions the right 


decision? The issue is of supreme importance to the United | 


Kingdom. The prosperity and greatness of this country 
depend so Pan upon overseas supplies of essential food- 
stuffs and raw materials that the restoration of our Balance of 
International Payments must be our main pre-occupation ; and 
clearly these new international economic and financial instru- 
ments will profoundly affect the solution of this problem. My 
own personal opinion is that the acceptance of these instru- 
ments is unquestionably in the interest of our balance of 

ayments. There are those who see in these instruments 
inflexible rules for the restoration of Free Trade and the Gold 
Standard imposed upon us by a United States which is ignorant 
of the economic realities of a world of disordered balances of 
payments and which is prepared to make unscrupulous use of 
its present powerful position to force its doctrinaire ideas down 
our and other throats. There are those who see in these 
instruments ideas which are desirable as a long-term Utopian 
goal and which may possibly prove practicable at some fairly 
distant (but, they hope, not utterly remote) future date. Let 
these people study the actual texts. They will find there 
practical international provisions which may be initiated here 
and now and which ensure international rules for economic and 
financial conduct expressly constructed according to the 
designs of the most stream-lined modern economic thought, to 
facilitate the restoration of equilibrium to disordered balances 
of international payments. The purpose of this paper is to 
produce some evidence in support of this claim. 


II. THe LIMITATION OF GENERAL PROTECTIONISM. 


The Articles of Agreement of the International Monetary 
Fund and the Draft Trade Charter (particularly in Chapter IV) 


set limits to the use of protective devices, whether the character | 


of these be monetary (such as exchange controls limiting the 
purchase of foreign goods and services) or commercial (such as 


tariffs, quantitative import restrictions, subsidization, or the 


undue restriction of imports by a state trading monopoly). 
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These international instruments do not prohibit the use of any 
of these devices.' They attempt to set limitations to their use, 
limitations which vary in severity and in method according to 
the protective device in question. In particular, there are 
special provisions included in the rules governing the use of 
these protective devices, which are specifically designed to 
enable countries to use exchange and trade controls for balance 
of payments reasons. 

It would be out of place here to discuss at length whether 
each of the various rules for the limitation of each protective 
device has been wisely conceived or is technically capable of 
more or less precise application. But one general point does 
require consideration. Is an all-round limitation of protection 
helpful or harmful to the United Kingdom’s balance of 
payments ? 

If we wish to restore our balance of payments without 
either closing down our industries or starving, there can, I 
think, be no ground for doubting the interest of this country 
in a general limitation on protectionism. We import essential 
raw materials, which we cannot to any great extent replace 
with home production but without which we could not main- 
tain our industrial production and employment. We import 
foodstuffs, which we should find it most difficult to replace with 
home production, but without which we should starve. We 
export manufactured goods, many of which are not essential to 
the importing countries, being of a luxury or semi-luxury 
character and many of which can, without too much difficulty 
or economic loss, be produced in other countries. In fact, we 
maintain a large population at a high standard of living in this 
country by relying on the international division of labour. 
Can there be any sane inhabitant of these islands who does 
not at least start with a strong prejudice in favour of the one 
existing set of international institutions designed primarily to 
set reasonable limits to protectionism? Our balance of pay- 
ments will, of course, be restored, as soon as we have either 
increased our exports or, having failed to do so, have cut down 
our imports because we have used up our reserves and can 





1 Nor, of course, do they prohibit state-trading as opposed to private trading. The 
Trade Charter merely attempts to ensure that state-trading shall not be used to give greater 
protection or more discrimination than is permitted to private trading through tarifis, 
import restrictions, subsidies, etc. 
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persuade no one else to lend or to give us any more. The only | 
question at issue is whether the balance will be one which | 


gives us sufficient imports of foodstuffs and raw materials to 
avoid malnutrition and serious industrial unemployment. 


Anyone familiar with the present compelling desires of | 


underdeveloped primary producing countries to industrialize 
and to turn to the domestic production of manufactures will 
realize the special dangers which now confront the balance of 
payments of a country in our position. I do not wish to deny 
the advantages which will accrue to the world as a whole from 
a sensible policy of industrial development of underdeveloped 
countries, or to argue that there is no justification for any 
temporary special protection for this p se. There is, no 
doubt, in many countries at present a real “ infant industry ” 
argument in favour of state aid for the first stages of indus- 
trialization. Nor do I wish to assert that such industrialization 
is all loss to the older industrialized countries like the United 
Kingdom. The increased real income of those countries which, 
by sensible and economic industrialization schemes, have 
really raised their incomes (and have not, in fact, merely 
lowered their standards by uneconomic obstacles to the inter- 
national division of labour) will, to some extent—and possibly 
wholly—replace their previous demand for the simpler types 
of manufactured imports with a new demand for higher 
quality manufactured imports which they could not pre- 
viously afford. But in underdeveloped countries there is a 
fashionable enthusiasm for industrial development schemes 
which in some cases perhaps somewhat impedes the nicely 
reasoned calculations of economy; and in other cases it is 
doubtful whether the pressure behind the drive for indus- 
trialization is purely economic.’ 

In all this there is room for a sensible bargain between 
the developed and underdeveloped countries. The developed 
countries can provide “ know-how” and, in some cases, 
capital. The underdeveloped countries, moreover, can, for 
the purpose of promoting industrial development, be given 





1 In the case of many underdeveloped countries it is, in fact, an improvement in 
agricultural techniques and equipment which is the first essential from their own point of 
view, food still being their greatest need and agriculture being in a backward state capable 
of great technical improvement and expansion as a result of capital development. Any such 
agricultural development which increases supplies and reduces costs of the primary products 
which we import would, of course, be also to our interest. 
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limited exemptions from certain of the rules and procedures 
limiting protectionism. In return they can agree to co-operate 
with developed countries in the consideration and determina- 
tion of what are really sensible and economic development 
projects. This is the basis of Chapter III of the Draft Trade 
Charter. 


III. INTERNATIONAL ComMmopITy AGREEMENTS. 


We export manufactured goods and we import primary 
products consisting of essential supplies of raw materials and 
foodstuffs. It is as important for our balance of payments that 
our foreign suppliers should not put up the prices of our 
supplies to us unduly as it is that we should have unimpeded 
access to the foreign purchasers of our products. But if we 
were to insist upon unfettered freedom to make our own 
trading arrangements, our suppliers would of course insist on 
freedom to make such arrangements as they pleased. One of 
the most dangerous forms which such arrangements might 
easily take is the institution by producing countries of Inter- 
national Commodity Agreements which, in effect, restrict the 
production or the export of foodstuffs and raw materials and 
thereby raise their prices to the consuming countries. 

Our vital interests are not hurt by the institution of 
“ Buffer Stock” types of commodity control which stabilize 
prices to primary producers by holding supplies off the market 
and maintaining prices when prices would otherwise slump, 
and putting extra supplies on to the market and restraining 
prices at times of excess demand. Although the maintenance 
of world prices might come at a peculiarly inconvenient time 
from the narrow point of view of our balance of payments 
(for example, during a world slump when a reduction in our 
exports has imposed a strain which might be relieved by a fall 
in the price of our imports), the increased price which we 
should have to pay for our imports at one time would be offset 
by a lower price at other times. And we should gain indirectly 
by the stabilization of buying power in the primary producing 
countries. 


1 Similar considerations apply to international commodity schemes which consist 
of “ internationalized long-term contracts,” i.e. of arrangements which, without restricting 
the total quantities which may be supplied, guarantee to exporters a certain demand at 
minimum prices in times of slump and to importers a certain supply at maximum prices in 
times of boom. The draft Wheat Agreement produced by the London Wheat Conference 
in the spring of 1947 was of this nature. 











But it is quite another matter if commodity agreements 
take a form which restricts quantitatively the amounts which 
suppliers may produce or export or which disposes of surplus 
supplies by sales in capil tooemend markets at a lower price 
than the price charged to us. Such arrangements mean that 
the price which we pay for our imports is higher than it would 
otherwise be; and a ten per cent. rise in the price of our 
imports would, of course, raise the notorious 70 per cent. 
increase needed on our pre-war exports by another 17 points. 

It is an essential interest for our balance of payments 
to avoid such undesirable forms of commodity agreement. 
Chapter VI of the Draft Trade Charter lays down principles 
for the institution and operation of commodity agreements 


which will enable us to protect our vital and legitimate interests ‘ 


in this respect. Countries which are members of the Trade 
Organization will not be able to institute restrictive commodity 
agreements except through an internationally recognized pro- 


cedure which gives the consumers as much influence as the 


producers. 


IV. THe Best oF BotH Woritps ON ImporT RESTRICTIONS 
AND EXCHANGE CONTROLS. 


Among the most important provisions from the point of 
view of our balance of payments are those which relate to the 
use of commercial restrictions on imports and financial restric- 
tions on payments for current transactions. During the inter- 
war period there was no obstacle so harmful to our exports 
as the restrictions which other countries placed either upon 
the quantities of manufactured goods which could be imported 
into their markets or upon the value of the manufactured goods 
for which their importers might make payment. To get rid 
of these obstacles to our exports is perhaps an even more 
important interest in the present post-war period. We 
have now to undertake an aggressive export policy to obtain 
a vast increase in our exports which we shall only be able to 


obtain if we achieve a larger share in world exports of manu- © 


factures ; for, however much total world trade in manu- 
factures may rise, and however much we may benefit from 
reduced German and Japanese competition, we cannot hope 


to achieve a 70 per cent. increase in our exports without an | 
> pro 
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aggressive export policy. Quantitative restrictions on imports, 
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nts particularly if they take the form of quotas of trade based 
ich # upon performance in some earlier (probably pre-war) repre- 
lus ~ = sentative period, are the most rigid and inexorable barrier 
rice which our exports could encounter. No matter how much we 
hat improve the efficiency and lower the costs of our export 
uld © idesteien or depreciate the value of our currency there can 
our _—=s be. no increase in exports over barriers which fix predetermined 
nt. volumes or values for our trade.’ 

nts, On the other hand, it is important that we should retain 
nts the right to control our imports so long as our acute balance 
nt. of payments problem continues. The Draft Trade Charter 
oles the Articles of Agreement of the International Monetary 
nts —s- Fund are nicely calcidened to give us the best of both worlds 
ests “ ina situation of this kind. The Draft Trade Charter lays it 
ade down that as a general rule there should be no quantitative 
lity import restrictions; but it immediately excepts the use of 
ro- trade controls which are necessary to protect a country’s 
the monetary reserves. It lays down a procedure whereby the 


Trade Organization in consultation with the Monetary Fund 
can on complaint judge whether such import controls are 


ONS necessary for this purpose or not ; and it can impose sanctions 
against a country which fails to accept its judgement. Thus we 
t of preserve our right to control imports so long as our position 
the makes this necessary ; but we acquire a powerful instrument 
ric- for challenging the unnecessary use of such controls against 
ter- our exports. 
orts In the Articles of Agreement of the International Monetary 
pon Fund it is laid down that for a transitional period of some years 
rted countries can use exchange controls on current payments 
ods as long as these are necessary for its balance of payments 
rid problems. The Fund can, however, put increasing pressure 
ore +=—-: upon countries to make their currencies convertible for current 


We 13 payments as their balance of payments position makes this 
tain possible; and as soon as a country has accepted the Fund 
eto! obligation of making its currency convertible for current 
inu- —Sss«s«épPurposes, it can re-introduce such restrictions only with the 
nu- | permission of the Fund. It is of the greatest importance to 
rom i $$ 
ope ' Ps should also be borne in mind in considering Chapter V of the Draft Trade 

¥ er which deals with the problem of “ international cartels.” Some private business 


t an Le arrangements (e.g. the division of export markets on the basis of past performance) are 
: probably inimical to a country which has got to invade its competitors’ markets. 
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us that the pressure to make currencies convertible for current 
transactions should, in fact, be exercised on those countries 
which are important export markets for our goods, as soon 
as they are in any position to start paying us gold, dollars or 
other convertible currencies for our goods. One of our most 
difficult problems at present is that our exports tend naturally 
to go to countries whose currencies are inconvertible and our 
imports tend to come from “* hard ”’ currency sources. 

There is much misunderstanding on this point. There is 
nothing in the Trade Charter or the Monetary Fund’ at any 
time to force this country to make any funds convertible on 


capital account or to prevent the stoppage of any form of » 


capital export. It is permissible to block all accumulated 
balances of sterling and to prevent all capital exports to any 
part of the world. The only obligation which convertibility 
of sterling for current payments would impose upon us is 
not to try to force countries to receive additional balances of 
inconvertible sterling in payment for their sales to us—a 
thing which we might in any case find it difficult to do in the 
present seller’s market for the things we want. And the Trade 
Charter and the Fund’ do not in present circumstances even 
impose this obligation on us, but merely give the Fund some 
power of putting pressure on us and other countries to accept 
this obligation as our conditions improve. 

Broadly speaking then, the Trade Charter and the Articles 
of Agreement of the Fund permit countries in balance of 
payments difficulties to restrict imports by trade or financial 
controls while they considerably limit the freedom of action 
in these respects of those countries which enjoy a favourable 
balance of payments. We stand, therefore, to gain much 
from the general acceptance of these instruments, since 
freedom for us to restrict imports will not comfort us much, 
unless those countries with favourable balances are prevented 
from similar restrictions on our sales to them. 


V. Tue Prosprem or Non-DIscCRIMINATION. 


If trade or exchange controls are being used for the 
purpose of adjusting the balance of payments, circumstances 





1 Or, for that matter, in the United States Loan Agreement. 
* But the United States Loan Agreement does, of course, do so. 
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may arise when their application on a non-discriminatory 
basis would unnecessarily damage world trade and limit the 
international division of labour. If a group of deficit countries 
confronts a group of surplus countries or a single large surplus 
country, the imposition of import restrictions by the deficit 
countries on a strictly non-discriminatory basis would mean 
that they would have to restrict their imports from each other 
(which would do nothing to restore equilibrium) as well as 
their imports from the surplus countries (which would help 
to restore a balance). 

Both the Fund and the Trade Charter recognize this 
important problem. In the well-known “ Scarce Currency 
Clause ” (Article VII of the Fund) it is laid down that if the 
Fund runs out of the currency of a particular country (a fate 
which should sooner or later overtake any country which con- 
tinues to sell abroad without purchasing or lending abroad), 
the other countries can restrict imports from the country 
whose currency is scarce without restricting imports from 
each other. The principle is thus fully recognized ; but the 
technical details of its application in the Fund are defective. 

In the first place, a currency can only become scarce in the 
Fund when other countries exercise their drawing rights 
under the Fund and use their “‘ quotas ” to purchase the cur- 
rency in question from the Fund in exchange for their own 
currencies. But there are strict limitations on the extent to 
which, and the speed with which, other countries may exercise 
these rights, with the result that any currency of which there 
is at the start a large amount in the Fund can only become 
technically scarce after the lapse of a period of time. This 
has the result that even in present conditions the United 
States dollar cannot become technically scarce for many 
months and perhaps some years. Secondly, countries using 
the resources of the Fund must pay increasingly high rates of 
interest as they use their drawing rights, so that it may become 
very expensive for the deficit countries to maintain the tech- 
nical scarcity of a currency in the Fund, even in conditions 
in which it is unquestionably extremely scarce in reality. 
Thirdly, the technical scarcity of the currency could be re- 
moved by the Fund borrowing more of that currency; and 
if that were done at a time when a number of the deficit 
countries had exhausted their powers of drawing from the 








10 


Fund, the currency in question might continue to be in good 
supply in the Fund though it was still basically scarce in 
reality.’ 

The need for discrimination in such circumstances is, 
however, also recognized in the latest draft of the Trade 
Charter, and in a way that is not open to similar technical 
defects. It is there laid down that import restrictions should 
in general be on a non-discriminatory basis. But it is recog- 
nized that when there is a basic disequilibrium in international 
payments deficit countries, if they discriminate in favour of 
each other, may be able to obtain additional imports from each 
other, without thereby being able to afford less imports from 
the surplus countries. Safeguarding principles and pro- 
cedures are, however, laid down to ensure that such dis- 
criminatory trade arrangements are not used to promote the 
protection of highly uneconomic lines of production by barter 
deals at prices widely divergent from world prices or to 
canalize trade in such a way as substantially to divert the 
exports of the deficit countries away from the markets of the 
“hard ”’ currency surplus countries, thereby restricting total 
trade with such countries. 

Here again these safeguards are as important to us as the 
right to discriminate. We might well otherwise ourselves 
be the victims of unjustifiable discriminations in the purchas- 
ing policies of other countries which would harm our export 
trade. The system of financial and commercial relationships 
contemplated by the Fund and the Charter is not one of pure 
non-discrimination; it is one whereby international rules 
are enunciated for the legitimate uses of discriminatory 
devices,* and’ which presents an international forum for the 
continuing discussion and development of rules of international 
good conduct on this subject. Such a settlement is 
undoubtedly in the interests of the United Kingdom balance 
of payments. 





1 All these are deficiencies which the Executive Directors of the Fund could avoid in 
any particular instance if they so decided. They may relax the limitations on drawings by 
deficit countries, may reduce interest charges, and may refuse to borrow fresh supplies of a 
scarce currency. 


* Space prevents me from discussing the other uses which are permitted, such as 
discriminations in favour of each other Seounen territories (e.g. the United Kingdom and the 
Colonies) having a common quota with the International Monetary Fund or temporary 
discriminations in favour of economies which have been shattered by the War. 
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VI. Tue Best oF BotH WorLps ON EXCHANGE RATE 
ADJUSTMENTS. 


Perhaps the greatest unresolved issue in international 
economics is the extent to which reliance should be placed 
on trade controls or on exchange rate adjustments as a means 
of restoring equilibrium to balances of payments. This 
question is not resolved in the Articles of Agreement of the 
Fund and the Trade Charter. The Fund lays it down that, 
beyond a small movement, a country cannot adjust its ex- 
change rate without the permission of the Fund, but that the 
Fund, regardless of that country’s domestic policies, must 
give its consent if the country in question is in a “* fundamental 
disequilibrium.”” The Trade Charter, as we have seen, 
allows a country to use trade controls for this purpose. It 
also provides a procedure for organized international consul- 
tation between the Trade Organization, the Fund and the 
countries concerned about the use of these and other alter- 
native devices for restoring equilibrium to balances of pay- 
ments. 

I will not hide my own opinion that, where exchange 
depreciation would enable a deficit country to find markets 
for considerably more exports than it could otherwise dis- 
cover, this method is greatly preferable to that of trade controls. 
For, in the first place, unlike trade controls, it does not reduce 
the real income of the world by obstructing international trade 
and the international division of labour ; and, secondly (though 
this is not a purely economic consideration), it is less liable to 
lead to friction between countries and to internal administra- 
tive difficulties. Since the Monetary Fund and the Trade 
Organization leave this issue quite unresolved, this is not an 
appropriate occasion to produce arguments in support of these 
assertions. There are, however, two basic points which must 
be made in the present context. 

First, the general limitations on protectionism and, in 
particular, the prohibition on the use by surplus countries of 
inflexible protective devices such as quantitative import restric- 
tions should greatly increase the effectiveness of exchange rate 
adjustment as a method of restoring equilibrium. An exchange 
depreciation is useful in so far as the consequent change in 
price relationships expands the country’s exports and contracts 
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its imports; and its exports will expand much more if, 
in the surplus countries in whose markets they will be 
cheapened, there are no rigid obstacles to prevent a competitive 
invasion of those markets and no possibility of raising new 
protective barriers to keep out the increased imports. Exchange 
depreciation should, therefore, be a much more effective 
weapon with the Trade Organization in existence than it 
would be without it. 

But, secondly, an exchange depreciation can cnly begin 
to be effective if it is not offset by a competitive exchange 
depreciation by other countries; and this is exactly what the 
Fund achieves. Countries with very unfavourable balances of 

ayments are permitted to depreciate, and countries with 
avourable balances of payments will not be permitted to 
offset this by an unnecessary competitive exchange deprecia- 
tion. Have we forgotten so easily the history of the 1930's 
when our depreciation (entirely necessary for our balance of 
payments) was followed by as great an exchange depreciation 
of the United States dollar (entirely unnecessary from the 
point of view of their balance of payments)? What should we 
then have thought of an internationally agreed set of rules 
which would have allowed us to depreciate and to restrict 
imports and would have permitted them neither to depreciate, 
nor to restrict imports, nor substantially to raise their tariff? 
And all this without any loss of our rights to control the flight 
of capital. Should we then have considered this a loss of our 
financial and commercial freedom ? 


VII. INTERNATIONAL CAPITAL MOVEMENTS. 


It has already been observed that neither the Fund nor 
the Trade Charter limits our right to prevent an export of 


capital. On the other hand, the Fund does, of course, give us | 


the right to draw some £80 millions a year for four years in 
defence of our balance of payments, and gives other countries 
in similar difficulties a corresponding supplement to their 
monetary reserves. And the Bank is an institution for the 

romotion of long-term lending, mainly by the United States, 


or the reconstruction and development of countries which are | 


in need of capital. The Bank is clearly not in a position alone 
to provide finance on a scale adequate to meet the present 
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great need for dollars. It does, however, make a definite, if 
limited, contribution; and it introduces for the first time into 
the rules of international good behaviour a principle of con- 
siderable importance to us, namely, that of the untied loan. 
None of the loans which the Bank supports can be tied, in the 
sense that their proceeds must be spent on purchases in any 
particular country. 

If the United States undertakes an adequate programme 
of lending, it is of the first importance to us that this principle 
should be observed. We sell capital equipment to countries 
at present short of dollars. If they can borrow dollars and, 
where we are truly competitive suppliers, can use these dollars 
to purchase our goods, we shall get that indirect benefit from 
United States lending which is our proper due in a mullti- 
lateral world. It is, accordingly, wise for us to see that as much 
emphasis as possible is placed upon the principles upon which 
the Bank was instituted in any future international arrange- 
ments for capital finance. 


VIII. THe MAINTENANCE OF FULL EMPLOYMENT. 


There are provisions in the Draft Trade Charter to 
bind a country to take appropriate measures to stimulate 
its domestic demand for goods and services if a deficiency in 
its internal purchasing power is causing a deficiency in its 
buying from other countries and is thus imposing a strain on 
other countries’ balances of payments. Chapter II of the 
Draft Trade Charter lays it down that a country “ shall take 
action designed to achieve and maintain full and productive 
employment and large and steadily growing demand ”’ domes- 
tically; that if a country is nevertheless exercising a deflationary 
pressure on the balance of payments of other countries it 
“ shall make its full contribution . . . towards correcting the 
Situation,” or, in other words, shall do something (e.g. reduce 
tariffs or other barriers to imports, appreciate its exchange 
rate, lend more abroad, etc.) so as to e a greater use of its 
external purchasing power; that countries shall participate in 
arrangements for exchange of information and for consultation 
on policies for the maintenance of demand; and that the 
Trade Organization in exercising its functions under the 
other provisions of the Trade Charter “‘ shall have regard 
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. to the need of Members to take action . . . to safeguard 
their economies against deflationary pressure in the event 
of a serious or abrupt decline in the effective demand of other 
countries.” 

All this might in the not far distant future be very relevant 
to our balance of payments. A major internal depression in 
the United States would, as in the 1930’s, reduce United 
States buying power in many markets and thus seriously 
intensify the problem of a world shortage of dollars. It would, 
of course, give some compensating relief to us, since the reduced 
demand for foodstuffs and raw materials would substantially 
reduce their price, while the price of our manufactured exports 
would probably not decline so rapidly. But if a United States 
depression were at all severe or prolonged it is virtually certain 
that any such counterbalancing advantages would fail to offset 
the difficulties caused by the decline in United States purchases 
from the rest of the world. It would in any case cause localized 
unemployment in our export industries; its effect on the 
external buying power of other countries would be very severe 
and would promote protectionism and import restrictions, to 
the further detriment of our exports ; and the primary produc- 
ing countries would have a strong incentive to organize restric- 
tion schemes to maintain the prices of their exports of foodstuffs 
and raw materials. Whatever protectionism against our 
exports and price maintenance of the pri products supplied 
to us was permitted within the framework of the Trade Charter 
would certainly be used, and the pressure might become so 
great that the defences which the Charter provides for us might 
themselves be destroyed. 

The Draft Trade Charter, by creating an international 
obligation to maintain external purchasing power in such 
circumstances and by outlining an international organization 
for the promotion of action for this purpose, is a big step in 
advance. How helpful it might have been to the balance of 
payments of this and other countries in the depression of the 
early 1930's if the responsibility of countries which exerted a 
deflationary influence and a balance of payments pressure on 
other countries through an uncontrolled domestic depression 


had been clearly recognized in a freely negotiated international | 


instrument, if a permanent international Organization had 
existed for the discussion of the implications of this responsi- 
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bility, and if the Organization had had both the power and the 
obligation to release those countries which were the victims of 
such deflationary pressure from the obligations which would 
otherwise have prevented them from taking the. necessary 
defensive measures without permitting the countries with 
favourable balances of payments to retaliate. 


IX. CONCLUSIONS. 


Any international agreement is bound to be a compromise. 
Apart from a number of technical blemishes in these inter- 
national instruments which one would like to see removed, 
there are points of substance on which concessions have had to 
be made to obtain the many solid advantages enumerated 
above. In particular, in obtaining the tariff reductions granted 
by the United States and other countries in the General Agree- 
ment on Tariffs and Trade negotiated last summer in Geneva 
and closely connected with the Draft Trade Charter, we and 
the Dominions have had to make concessions not only on 
tariffs but also on Imperial Preference, that bugbear of the 
United States administration. We shall thereby lose some 
preferential protection for some of our manufactures in some 
Commonwealth markets, and this taken alone would, no doubt, 
increase our balance of payments difficulties. But preferences 
have been bargained against tariffs on the basis that the 
preference-tariff adjustment must itself constitute a mutually 
advantageous arrangement. Those who are aware of the 
staunch loyalty and hard-headed ability of our negotiators 
will be aware what this implies. 

But it must be remembered that, into the bargain, so long 
as our balance of payments difficulties persist, we can replace 
tariffs with import restrictions (which the United States cannot 
do). And so long as the general world disequilibrium of 
payments remains, “ deficit ’’ Commonwealth countries can, 
regardless of concessions on tariff-preferences, arrange to 
discriminate in favour of each other through their import 
controls so far as this is necessary to enable them to obtain 
“ additional imports ” on the conditions discussed in Section V 
above. What the United States have gained—and from their 
point of view it is, of course, an important achievement— 
is that particular Imperial Preferences should be effectively 
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reduced or eliminated in so far as and as soon as discriminatory 
trade arrangements are no longer justifiable on balance of 
payments grounds. 

Nor, of course, do these international instruments provide 
a panacea for all our ills or a magic formula for removing our 
balance of payments difficulties. t herculean task cannot in 
any case be achieved without many unpleasant domestic 
measures necessary to make available the supply of more goods 
for export and to reduce the consumption of imports. On the 
nature of some of these internal measures there is now wide- 
spread agreement. We must, in particular, by heavy taxation, by 
reduced public expenditure ‘and by strict economy in projects 
for capital development, reduce and hold in check the ever- 
threatening excess of domestic purchasing power which, quite 
apart from any other disadvantages which it may bring, pulls 
goods into domestic consumption and so diminishes the supplies 
available for export.' A few days ago at my bank I was 
standing beside a man who was paying a series of cheques 
into his account. The clerk asked him how his business 
flourished and whether he had many export sales. He replied 
that business was fine, that he could obtain any amount of 
export orders but that he was too busy to undertake that sort 
of thing. We must reduce the internal pressure of demand, 
not, of course, to such an extent as to cause serious unemploy- 
ment, but sufficiently to make it profitable for many more 
businesses to go all out for the alternative export orders which 
they could in fact fairly readily obtain. 

There is nothing, of course, in the Trade Charter or else- 
where to prevent us from adopting the necessary internal 
measures. But, on the other hand, there is nothing which 
puts pressure on us to do so. It is arguable that this is a 
defect in the existing provisions of the Draft Trade Charter. 
During the 1930’s it was to the disadvantage of the United 
States’ own internal prosperity that it failed to take measures to 
increase and maintain its internal purchasing power; such a 
failure was a main cause of the then disequilibrium in 

* In present conditions a reduction in internal purchasing power would probably 
not greatly reduce imports. That is already done by our import controls. But 
one must not overlook the fact that many forms of internal consumption use imported 
taw materials, and once the raw materials are imported it is not possible to prevent all 
seepages into less essential domestic consumption. The elimination of such domestic 


demands would release raw materials for the manufacture of exports or reduce the need 
for their importation. 
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international balances of payments ; and it exerted a deflationary 
pressure on other countries which were already suffering from 
heavy unemployment as a result of a deficiency of monetary 
demand for the goods and services which they could produce. 
But the wheel has now turned full circle. Countries with 
unfavourable balances of payments which are not sufficiently 
restraining a domestic excess of monetary purchasing power 
are inflicting on themselves the wastes of an uncontrolled 
inflationary pressure ; their failure to restrict excess domestic 
demand is a major contributory factor to present disequilibrium 
in balances of payments ; and they are exerting an inflationary 
pressure on other countries which are already suffering from 
the evils of inflation. Chapter II of the Draft Trade Charter 
severely discourages the former type of criminal folly: but it 
does nothing about the latter.’ 

In this paper, I have confined myself to adducing evidence 
to support the claim that these international instruments 
provide a reasonable international background against which 
we can work out our own measures for the salvation of our 
own balance of payments. I have made no attempt to discuss 
the question whether we should have a still better chance of 
restoring our balance of payments in the free-for-all (and the 
absence of special dollar assistance) which would result from a 
refusal to accept any of the commitments of the Fund or the 
Trade Charter. It is my opinion (for reasons which have 
been ably stated by Mr. G. D. A. McDougall in two recent 
articles in the ‘‘ Economic Journal ’’) that our bargaining power 
in such circumstances would not suffice to enable us to restore 
our balance of payments at a tolerable standard of living. 

Any such alternative would, of course, make economic 
co-operation with the United States impossible. I do not 
wish to discuss the political implications of this incontrovertible 
fact. The Fund, the Bank and the Trade Organization consti- 
tute, broadly speaking, the only set of international economic 
and financial principles on which there is any hope of achieving 
agreement between Western Europe, the British Common- 
wealth and the United States, a group which accounted for 
rather more than two-thirds of pre-war world trade. Serious 








? Criticism of the Draft Charter on similar lines was made by Mr. Gunnar Myrdal 
when he was socialist Minister of Commerce in Sweden. (See Supplement B to Svenska 
Handelsbanken’s Index, December, 1946.) 
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economic friction between these countries would entail serious 
diplomatic and political friction. It might split the Common- 
wealth. How, for example, could Canada choose between 
the Mother Country and her great American neighbour? 
And the United Kingdom would indeed develop a split per- 
sonality. For how should we choose between Europe, the 
Commonwealth and that other great English-speaking entity ? 

Finally, it must never be forgotten that international 
instruments, such as those which have been discussed above, 
can only operate if there is sufficient will on the part of a 
sufficient number of countries of sufficient importance to 
co-operate in a spirit of constructive compromise so as to 
make the agreed arrangements work practically in a reasonably 
just and efficient manner. However well the agreements 
may be drafted and however suitable their provisions may be 
for a world of countries which desire the ends which the 
agreements are designed to serve, they are bound to break down, 
to be evaded and to cause friction and frustration if they are 
not operated with a will to make them succeed. The claim 
which is made in this Article is that the ends which these 
instruments are designed to serve are so much to our interest 
that we should apply ourselves to see that, so far at any rate 
as the issue depends upon us, their provisions are observed 
not only in the letter but in the spirit. 


J. E. MEApDE. 
London School of Economics. 
December, 1947. 
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Economic Reconstruction in Italy 


By Professor C. Bresciani-Turroni 
Chairman of the Banco di Roma 

HE general reader will gain no fine imaginative con- 

ception of Italy’s real plight, nor can we light up the 

importance of events consequent upon the Second World 
War as they appear to contemporary politicians, without first 
describing certain essential features of the country’s economic 
and social structure. Only thus can we place problems of 
to-day in any true historical perspective. 

The formative, the overriding factor, which in Italy’s case 
goes far to explain a whole series of prevailing conditions— 
economic, social, and political—is the haunting disparity 
between the number of inhabitants on the one hand and the 
paralysing scarcity of natural resources on the other. The 
density of population is markedly high ; nowadays it reaches 
some 390 persons to the square mile. As the Poet has said : 
“ The Goddess of Destiny has endowed Italy with the fatal 
gift of beauty.”” But natural beauties, so justly admired by 
foreigners, must not blind us to the calamity that, taken in 
the aggregate, the country as a whole is far from fertile. Italy, 
after all, does not denote only the far-famed alluvial and 
artificial meadows of Lombardy ; the fertile plains of Emilia ; 
the olive-gardens and vineyards of Tuscany; the luxuriant 
vegetation in the environs of Naples and the Conca d’Oro. 
It also comprises rocky mountains, extensive marshland, vast 
regions rendered sterile by drought—these infertile and 
inhospitable tracts constitute a large proportion of Italian 
land. The plainlands which are more or less fertile represent 
but one-fifth of the total area. There is, moreover, extreme 
poverty in minerals ; particularly is this the case in regard to 
coal and iron, the two pillars of modern industry. 

We are therefore confronted with an insistent problem, 
rendered more compelling by loss of territory and other burdens 
imposed by the Treaty of Peace: How is it possible for forty- 
six million people to procure food, clothes, and dwellings—in 
short, those things which are the indispensable minimum for 
a modest standard of living? Hoc opus, hic labor est.’ 

The need to extract from the scanty ground the maximum 


1 There is the toil and there the task ! (Vergil, Aeneid, vi, 126.) 
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it can produce has impelled the people to work the soil to a 
degree which often is not really economic, and is without a 
parallel in other countries; indeed, 92 per cent. of the 
available arable land is, in one way or another, under 
cultivation. If we exclude meadows and woodland, confining 
our consideration to ground suitable for cereals and market. 
gardening, it will be 4 und that the proportion of arable land 
represents almost exactly half of the total, that is to say a 
proportion which is far from having a counterpart in any 
country in Europe. The upshot is that an increase of 
agricultural produce in Italy could not be brought about 
merely as the result of extended cultivation; it could only 
be effected by means of vast works of irrigation and drainage 
which would necessitate an enormous outlay of capital. At the 
present moment the population problem raises, even more than 
in the past, issues of the utmost gravity. Although during the 
last ten years the birth rate has revealed a falling tendency, 
the population still shows an annual increase of 400,000. 

The impossibility of meeting the daily needs of the 
inhabitants by means of internal food production made it 
imperative, during recent decades, to provide the excess 

ulation with the means of livelihood in industry. Between 
1880 and the end of the Second World War the number of 
individuals engaged in industry rose by 40 per cent., and 
agriculture proved only capable of absorbing excess population 
in very moderate proportions. In point of fact the numbers 
occupied in agriculture remained fairly steady at 8-8 millions. 
Nevertheless the shift to industry was in Italy far less marked 
than in other great countries, and the development of industry 
exercised upon the agricultural features of the country an 
influence less revolutionary than elsewhere. The density of 
agricultural workers per square mile (74 in 1936) always 
remained much larger than, for example, in Germany (46) ; 
in France (36); in Great Britain (rr in 1931). In 1936, for 
every ten persons employed in agriculture, there were in 
Italy only six persons employed in industry and in Great 
Britain as many as fifty-three persons. 

A primary cause of slow industrial progress was the 
lack of capital, which in turn was due to the low level of the 
national income that only permitted small savings to be made ; 
the low degree of Italian industrialization is shown amongst 
other things by the small consumption of iron and motive power 


offic 
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per individual workman. It is, indeed, but too clear that the 
whole structure of Italian industry was conditioned by the 
scarcity of capital in relation to the total population. It has 
already been shown that there was a definite limit to the num- 
bers that could be employed in agriculture. Owing to the short- 
age of capital there was also a definite limit to the numbers 
that could be employed in industry. Hence, a proportion of 
the population was simply unemployable and became a bur- 
den upon the working population. Indeed, the working 
population declined from 70 per cent. of the total of those 
above ten years of age in 1861 to no more than 54 per cent. 
in 1936. The second characteristic phenomenon was the mass 
emigration which took place ; between 1880 and 1938 no less 
than 54 million Italians definitely quitted their native land ; 
but for the safety valve of emigration the pressure of population 
would have become unbearable.’ 


War DAMAGE. 


The persistent disequilibrium between the size of the 
population and the means of production and livelihood was 
greatly accentuated by destruction resulting from hostilities, 
which continued on Italian soil during twenty-two months. 

Italy was enabled, on the whole, to preserve her 
industrial equipment unharmed. Only one sector suffered 
serious damage—though, being pig-iron, it was among 
the most important, since the large blast furnaces were 
nearly all destroyed. The steel foundries suffered con- 
siderable reduction in productive capacity, the rolling 
mills but little. Altogether, it is computed that from 

I2 to 15 per cent. in industrial productive power was 

lost as a consequence of the War. The capacity of hydro- 

electric installations was reduced by some 20 per cent. 

Damage to housing was extremely severe (1,700,000 

tenements were completely destroyed and over four 

million others damaged) so that several million people 
remained without a roof over their head. By the end 

of the War the capacity of the railway system was hardly 30 

per cent. of its pre-war level, due to the very extensive 

destruction of bridges, railway track and rolling stock, 





_* Fuller details concerning Italy's social and economic structure will be found in the 
official publications of the Centro di Studi e Piani tecnico-economici, at the Office of the Inter- 
Ministerial Committee of Reconstruction. (Rome, 1947.) 
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while in addition thousands of miles of roads were wholly 
unfit for use. No less than go per cent. of the pre-war 
mercantile marine was lost and grievous damage was done 
to the ports; and it can be imagined what this meant 
for a country which imports nearly all its requirements 
by sea. Agriculture also suffered losses, though not so 
heavy as that indicated in other sectors of the economy. 
Nevertheless vast irrigation and reclamation works were 
ruined; cattle to the tune of one-third of the total was 
driven away by the Germans; wide stretches of land 
were mined; and millions of trees were felled or 
otherwise rendered useless. 

The whole economy was disorganized, particularly 
because for a long period Italy remained divided into 
two parts, one occupied by the Allies, the other by the 
Germans. The War, moreover, had inter alia the regret- 
table effect of accentuating an already existing element of 
weakness in the economic and political structure, that is 
to say the difference between the North and the South. 
Hence the so-called question of the Mezzogiorno, which 
is one of the gravest problems in Italy to-day, was rendered 
more acute. War losses were much heavier in Central 
and Southern Italy than in the North; this applies 
equally to agriculture and to industrial equipment. 
Whereas in the North the reduction in the productive 
capacity of industry was scarcely 6 per cent. according to 
the estimate of experts, the percentage was 30 per cent. 
in Central and Southern Italy. The total industrial pro- 
duction was but a small proportion of the pre-war figures. 
Here are a few typical percentages :—Iron ore 5 per cent., 
artificial fibre 8 per cent., steel 18 per cent., cement 11 
per cent., motor cars 8 per cent., chemical products 7 per 
cent. 

But a phenomenon still more serious was the crisis of 
agricultural production during 1945, which was aggravated 
by the exceptional lack of rain. It is estimated that the 
harvest of the principal agricultural products fell to 40 per 
cent. below pre-war level. The diminution in cereals was 
particularly hard for a people for whom they constitute 
the basic food; according to the estimate of UNRRA 61 
per cent. of the total food consumption in Italy is 
represented by cereals, whereas in the case of all other 
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holly countries combined it is only 28 per cent., and for Great 
War Britain 30 per cent. It is a duty to place on record that, 
done thanks to the generosity of the Allies, the Italian people 
1eant were able to survive the hard post-war period without 
nents undergoing famine with all its terrible consequences. 
ot so This allied assistance was manifested in several plans of 
omy. public assistance—plans which were carried out first by 
were the military authorities, afterwards by the Foreign 
_ Was Economic Administration and later by UNRRA. 
land 
1 or ECONOMIC RECOVERY AFTER 1945. 

On the other hand, it is only right to recognize that the 
larly Italian people, in turn, knew how to resist the terrible crisis 
into into which it had been precipitated. The people set their teeth, 
r the tightened their belts and set to work. Efforts for reconstruction 
oret- were in the first place directed to strategic points—the trans- 
nt of port system on sea and on land, public works, and electric 
at is power stations. The work completed within the short period of 
uth, two years really was considerable, particularly if regard be had to 
hich the stupendous difficulties. Thousands of kilometres of rail- 
ered ways and ordinary roads were reconstructed, thousands of 
ntral bridges and stations re-erected, and the manufacture of rolling 
plies stock was pushed ahead to the utmost limit of what was 
lent. possible. Attempts were made to overcome the shortcomings 
ctive of the railway system by increasing the production of lorries ; 
ig to here production surpassed the pre-war level. None the less, 
cent. railway transport capacity is still only 70 per cent. of that of 
pro- 1938 ; it is estimated that if the plans of the Government are 
ures, carried out the level of 1938 can only be reached towards the 
ent., end of 1949. Ships sunk around the coast were re-floated 
t II and repaired to the best of available means; at the same time 
per the ship-building yards, so far as the scarcity of raw materials 


permitted, intensified the rate of new construction. Several 
is of Liberty ships and tankers were purchased from the U.S.A. 


ated In sum, by October, 1947, the total tonnage of the mercantile 
- the marine had already reached about half the pre-war tonnage. 
) per Thanks to clearances and reconstruction work capacity in the 
was ports rapidly recovered, so that traffic (which in September, 
itute 1945, was only 16 per cent. of the figure for 1938) has already 
61 reached pre-war level in the principal ports, and in some 
y is cases surpassed it. 

ther A vast plan of public works, including buildings for civil 


servants and schools, bridges and roads, and improvement 
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of the soil, is in course of execution ; the electric power stations 
destroyed have already been largely re-built, and if account 
be taken of fresh construction the capacity of the electric 
power stations, such as it was in pre-war times, has practically 
now been reached. Activity in the building trade became more 
active during 1947. It is computed that up to the present 
time 14 million tenements have been repaired and repairs are 
being carried out on another 700,000. Nor have private 
industrialists allowed the grass to grow under their feet. 
Obtaining the necessary capital either from credit institutions, 
or by means of direct help from the State, or with their own 
resources, they forged ahead with work of reconstruction. 

Thanks to all this work of rehabilitation, industrial pro- 
duction made rapid progress during 1946. This was particu- 
larly due to the importation of raw material which was made 
possible owing to the system of Lavorazioni per Conto.' 
Recovery was also stimulated by a keen demand for 
Italian goods on foreign markets. During certain periods 
of 1946 there was a veritable boom, after a decree of the 26th 
March, 1946, had allowed Italian exporters to sell in the free 
market half of the currency received from sales abroad. Par- 
ticularly in the textile trade exporters realized considerable 
profits. The increase of industrial production continued on the 
whole during 1947, apart from temporary falls caused largely 
by the lack of raw material and electric power. The depression 
during the Winter was made good in the Spring. By May 
it had reached a level equal to 60 per cent. of that of pre-war, 
and it is computed that by October, 1947, the level of 70-75 
per cent. had been reached. The percentage indicated, indeed, 
was surpassed in rayon and motor cars. 

The agricultural situation, on the contrary, does not show 
such favourable results; it is dominated by the bad grain 
harvest which amounted to only 4-5 million tons as against 
5°9 million tons in 1946. To indicate the importance of 
these figures it should be recalled that in the years prior to the 
Second World War the grain harvest had even surpassed 7. 4 
million tons; there is thus a gap of 2.9 million tons (which 








3 Under this system industrialists obtain raw materials from foreign firms in order to 
work them up into finished articles for their account. It is computed that such production 
during 1946 almost attained 50 per cent. of the pre-war volume and the rate of 
progress was even higher in September. After September the lack of power, in particular 
restriction on the consumption of electrical current, caused production to fall in many 
important industrial sectors. 
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ought to be imported from abroad) between the internal 
harvest and the level of consumption. It should, moreover, 
be noted that import from abroad is an uncertain factor in 
view of the shortage in world supplies. This scarcity of cereals 
represents one of the most serious aspects of the general 
situation in Italy; the increase of agricultural production is 
one of the fundamental problems of the present time. 


BOTTLENECKS. 


Certain bottlenecks still impose serious limits upon a more 
rapid industrial expansion. They arise above all from lack of 
primary products, of fuel and electric power. It is, indeed, true 
that in certain sectors, notably in textiles, excessive stores 
of raw material have been built up. Nevertheless, if the 
national economy be considered as a whole, in 1946 supplies 
of raw materials only reached a bare half of the estimated 
requirements. Those for power may be placed at the equivalent 
of 36 million tons of coal, whereas internal production does 
not exceed 19 million. Thus about 17 million tons have 
to be imported from abroad, almost wholly in the form of 
coal and petroleum products. In 1946 the situation was 
disturbing ; in recent months it has sensibly improved, largely 
owing to increased imports of coal and increased production 
of electric power. The construction of new hydro-electric 
plants, held up during the War, calls for immense capital 
outlay ; the requisite funds are not available in Italy, and this 
constitutes one of the serious problems of the hour. Italy does 
not need a great deal of foreign machinery, other than special 
machinery not produced in the country, but does need to import 
food, raw materials and coal. It may be hoped that the needful 
external financial aid will take the form of facilitating such 
imports. 

The prevailing difficulties in speeding up production 
have accentuated the disadvantages of an excessive labour 
supply—always as we have shown a feature of Italian economy. 
Unemployment has reached a disquieting level; the figure 
officially given, which may, perhaps, be too high, is two million 
persons. On the other hand, there is hidden unemployment, 
possibly to the extent of 100,000 persons; this is represented 
by surplus labour which employers are compelled to keep on 
the pay-roll because it is illegal to dismiss such persons. The 
only radical solution of the problem of unemployment is 
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jobs in British coalmines ? 
In the last half of 1947 the lack of working capital was | 


wages (which since 1945 have been based upon a sliding scale) | 
in July, 1947, represented 93 per cent. of the pre-war 
level. But the basic cause is the inadequate level of savings, 
which is due to factors already explained. The shortage of 
liquid funds has been reflected in a severe drop in Stock 
Exchange values, which fell by more than half between the 
Spring of 1947 and November. 


THE BALANCE OF PAYMENTS. 


The position as regards the balance of pa _— which 
was far from satisfactory in the years prior to 1938, has naturally 
become worse in consequence of the War. The sharp fall in 
internal agricultural production, accompanied by increased 
demand owing to a rise in population, makes necessary a 


greater import of foodstuffs, especially cereals. The need | 


for imported raw materials has been further intensified by the 
demands of economic reconstruction. Moreover, in pre-war 
days there were remittances from Italian emigrants, tourist 
expenditure in Italy, and the earnings of our mercantile marine, 
which one and all helped to pay for the surplus of imports. 
Now such sources of revenue have largely dried up. Exports 
have suffered severely from loss of the German market which 
formerly was the most important outlet for fruit and market- 
garden produce ; added to this there is the loss of the Balkan 
markets. In other foreign markets the prevailing restrictions, 
including clearing regulations, the difficulties of transport and 
so forth, all hamper the development of Italian export trade. 
It is estimated that Italian exports only reached $416 millions 
in value in 1946, as against imports of the value of $928 millions. 
The difference of $512 millions was largely covered by aid from 
UNRRA, and by credits granted by the U.S.A. to the Italian 
Government. 

In Italy’s case the question of the balance of payments 
is especially acute. Economic theory usually assumes that 
a country’s balance of trade is the product of its own finan- 
cial and monetary policies, and of the internal level of prices 
which results from those policies. In other words, it is 
assumed that if a country succeeds in balancing its budget, 
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checking inflation and reducing its domestic price level, this 
will stimulate exports and discourage imports, so that after a 
time equilibrium in the balance of payments will be restored. 
This assumption is only partially applicable to Italy, owing to 
the special and peculiar characteristics of her commercial 
position. Imports are almost wholly confined to those products 
which are indispensable either for the daily food needs of the 
people or as raw materials for industry. Exports, in turn, 
consist in the main of manufactures worked up from, or by 
means of, primary products imported from abroad. Thus, in 
the case of Italy, exports are closely related to, and limited by, 
imports. Internal consumption is already so low that it cannot 
be further depressed in order to increase the amount available 
for export. A further consequence follows from this 
inelasticity of the demand for imports: according to the well- 
known theory of purchasing power parity, if foreign prices rise 
and internal prices remain stable, exports will increase and 
imports be curtailed, and the exchange position of the country 
in question is accordingly improved. In the case of Italy, 
as we have seen in recent months, any rise in the price of fuel 
and primary products on the international market compels 
Italy to pay more in foreign currency for the food, coal and 
raw materials upon which her export trade, in so exceptional 
a degree, is dependent. Hence such a rise reacts very un- 
favourably on the trade balance and the rate of exchange 
for the lira.1_ The rise of prices in the U.S.A. has, of course, 
also adversely affected the economic situation in Great Britain. 

Italy’s commercial quandary merits not only the close 
attention of the Italian Government, but likewise that of all 
abroad who are concerned in her economic and social destiny. 
To sum up, it is literally impossible in these years of transition 
for Italy unaided to achieve equilibrium in her balance of 
payments. Foreign financial assistance, in the form of loans 
or by means of the Marshall plan, is the sine qua non. 


Tue ITALIAN BUDGET. 


After the Armistice of the 8th September, when warfare 
became savage on Italian territory, which was divided into two 





1 Since the end of November the official rate at which exporters are obliged to surrender 
half their export proceeds has itself been based on the average free market rate for the 
preceding month, instead of being a fixed and wholly artificial rate. The resultant rate thus 
corresponds much more closely to the realities than did the former official rate. 
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parts, there was a veritable collapse of the financial system. 
Owing to growing inflation taxes were paid in a currency con- 
tinually falling in real purchasing power; moreover, in that 
part of Italy occupied by the Germans refusal to pay taxes 
was one of the means of resisting the invader. In addition, 
many fiscal records were destroyed, there was shortage of 
expert staff and confusion reigned everywhere. In the financial 
year, 1944-45, the proportion of expenditure covered by 
taxation was barely 14 per cent. Since 1945 great efforts have 
been made by the Italian Government to increase the revenue 
from taxes and the financial situation has substantially 
improved. For the financial year, 1947-48, ordinary revenue is 
expected to reach about 500 milliards, which would leave a 
deficit of not much over 300 milliards (say £162 millions’), 
or only about half that of the preceding year. There are 
prospects of an increase in tax revenue to 800 milliards, accord- 
ing to a recent statement of Senator Einaudi, the Budget 
Minister, but this increase will be wholly swallowed up by 
fresh expenditure, due principally to an increase in civil 
service salaries and the stabilization of the price of bread. 
The abolition of this subsidy had been envisaged, but the cost 
of the subsidies was increased by the rise in wheat prices at 
home and abroad. The deficit anticipated in the present 
financial year thus remains more or less unchanged at about 
300 milliard lire. Nevertheless, an analysis of expenditure 
shows that a high proportion is due to burdens of an exceptional 
character, which, we may hope, will be lessened in the next 
few years. 


CONCLUSION. 


The Italian economic situation may be shortly summarized 
as follows. Light and shade: on the one hand a rate of 
production which is still depressed, on the other side a strong 
wish to restore the destinies of the country and the fact of 
positive achievements often noted by foreigners who visit our 
country. A great part of the road towards this goal has already 
been traversed in the years 1946-1947. Threats of industrial 
crisis primarily on account of the severe scarcity of working 
capital, but on the other hand a widespread confidence that 
the crisis will be breasted and overcome, thanks to the healthy 
elements in the country, to the courageous initiatives of the 





= Taking the lira at 1850 to the pound. 
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business community, and to the willing co-operation of the 
working classes. 

Two principal problems dominate the situation; they 
are the conditions of the budget and those of the balance of 
trade. Monetary instability is the consequence of a financial 
disequilibrium and of the adverse balance of trade. But an 
improvement in the financial situation is probable thanks to 
the measures adopted by the present Government, whose 
economic policy is presided over by an economist of much 
repute, Luigi Einaudi. The application of the Marshall Plan 
would permit redressing of the commercial balance within the 
next few years, and it is to be hoped that during that period 
the conditions necessary for a stable and definite equilibrium 
can be established. 

The fundamental feature of the Italian economic structure, 
as has already been stressed, is the disproportion between the 
country’s scanty material resources and teeming population. 
This disproportion is not a matter of mushroom growth. It 
began with the rounding of the Cape of Good Hope and the 
opening of the ocean trade routes. The discovery of America 
shifted the centre of world economy from the East to the 
West, thus giving a fierce blow to the lively commerce of 
the Levant which was the source of the prosperity of the 
great Italian maritime cities. Later the rise of modern heavy 
industry accentuated still more the existing disproportion. 
At the same time, it resulted in increasing yet more Italy’s 
economic dependence upon other countries, both in regard 
to the supplies of essential primary products and in regard 
to the outlets for Italian production. Up to a certain point, 
Italian problems are specifically sui generis and peculiar to 
Italy, while in part they are simply the Italian aspect of a 
larger problem, that is to say, the problem of Europe. In 
Italy as in other countries of Europe with areas devastated 
by war, the fundamental cause of the present difficulties is 
the crisis of production, since the War has profoundly dis- 
organized the whole pre-war economic system. Now it is 
daily more evident that the process of reconstruction will be 
far slower and more laborious than was anticipated in the 
sanguine days of 1945. Now everybody is ascending with 
difficulty and fatigue the hard road which leads to the common 
goal. Italy, in common with many other European countries, 
is afflicted with an adverse balance of trade, lack of fuel and 
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cereals, a monetary problem, a fall in the national income and 
a great insufficiency of domestic capital for all real needs both 
private and public. From this unhappy pass Europe as a 
whole is incapable of escaping without sufficient external 
financial aid. In Italy, again, as in many other European 
countries, the War has created internal derangement, provoked 
unrest in the masses and, together with the understandable 
wish to raise individual standards of living, has fostered 
aspirations towards a radical reform of the social and economic 
structure which sometimes give rise to ill-considered mani- 
festations. In our case, at all events, the introduction of such 
wide changes at a moment so inopportune as the present would 
profoundly prejudice our economic recovery and, in the final 
analysis, would react in the first instance upon the welfare of 
the working classes more than all others. 

In contrast to other European countries there are certain 
problems which are specifically Italian, and in certain respects 
our situation is worse than that of other countries, while in 
other respects it is admittedly better. The fact that Italy is 
and remains above all an agricultural country has certainly 
served to alleviate the food crisis. Besides, since Italy did not 
possess large foreign investments, she has not, like other 
countries, experienced the heavy blow inflicted by loss of 
such investments owing to the War. Again, unlike other 
European countries, Italy now disposes of an industrial 
potential (for the most part undamaged during the War), and 
to a large extent it is not being used. On the other hand, and 
this is one of the least favourable aspects of the situation, we 
are suffering from a vast surplus of labour which for the time 
being is largely unemployed. All this shows the possibility 
of close co-operation between Italy and the rest of Europe. 
The solution of Italian problems must be sought, in great 
measure, in such collaboration since Italy’s future is closely 
bound up with that of the whole of Europe. The empty 
political and economic ideologies of one time have been 
abandoned and the Italians know full well that only whole- 
hearted co-operation with other peoples, as distinct from the 
senseless idea of self-sufficiency, can vanquish and overcome 
the crisis. 

Owing to the lack of domestic capital and close dependence 
on foreign money markets, the Italian people cannot alone and 
unaided successfully achieve the economic reconstruction of 
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the country. In the course of the present article I have 
repeatedly called attention to the need for external credits. 
The Italian Government has recently taken special measures 


fe to encourage the offer of foreign capital, and has requested 
- from the International Bank for Reconstruction the loan of 


$250 millions. Naturally, foreign loans cannot resolve all the 
difficulties ; they would fail of their object if they were only 
to prolong an uncertain economic and financial situation. It is 
necessary that the major contribution to the economic recon- 
struction of the country should be made by the Italian people 
and this should ever remain their first aim. This truth, indeed, 
is widely diffused. The countryman puts it into force when 
he drives his plough across fields which are still sown with 
mines and knows that it is only by the sweat of his brow that 
he can procure for himself a modest existence. Likewise in 
the factories the output per workman has noticeably increased 
since 1945, despite the agitation provoked from time to time 
by a restless and misguided minority. 

In concluding this article I desire to emphasize three 
outstanding features of our economic and social position. 

(r) The level of taxation in Italy is markedly high. Heavy 
sacrifices have been imposed during the last two years in the 
hope of overcoming the crisis, coupled, however, with measures 
to discourage tax evasion on the one hand and to stimulate 
hard work, enterprise, and business initiative on the other. 
Taxation has aimed, moreover, at social as well as at financial 
objectives. War profiteers have been severely mulcted and 
those who amassed illicit gains owing to their privileged 
positions under the Fascist régime have been duly penalized. 
There is a capital levy rising from a minimum of 6 per cent. 
on estates of £1,650 to a maximum of 41 per cent. on estates 
of £540,000 or more. 

(2) The whole banking structure has been modernized 
upon approved principles. Before the War, the medium and 
long-term financing of industry had already been entrusted to 
special institutions, such as the Istituto Mobiliare Italiano, 
whilst the activities of the deposit banks were strictly confined 
to the granting of short-term commercial credits. Thanks to 
the application of these principles, there have been none of 
the difficulties which afflicted the deposit banks after the 
First World War. At the end of this War, the private banks 
found themselves in an exceptianally liquid position, and the 











32 


subsequent increase in the demand for commercial accommo- 


dation has done no more than restore the normal relationship 


between investments and deposits. 

(3) In every economic and political complex there is a 
central keypoint: here it is the currency problem, and that 
does not depend upon Italy alone. The danger lies in the 
threat to the currency in the absence of adequate and prompt 
external succour. With such assistance the position can be 
held. It would be a work of supererogation for me to insist 
with Anglo-Saxon readers upon the historical relation between 
economic distress and social upheaval. 


All down the long corridors of history the Italian has 
repeatedly traversed, turn by turn, periods of splendour and 
of political and economic crisis. In the last twenty-five years 


we have passed through a period of shadow. Fascism which for _ 


a time filled Europe with its noise was a break in the tradition 
of Cavour and the Liberal Reformers. Perverted, violently 
prejudiced, without the barest attempt to understand either 
the general complex of international relations or the great and 
inspiring features of alien civilizations, it ultimately suffered 
the ruinous check which fate administers to those who chase 
shadows and fail to bring policies to the touchstone of moral 
sense. But to-day, freed from this miasma, the Italian hopes 
to overcome present difficulties and once more, thanks to the 
power of work, to become a potent factor in the economic 
and political stability of Europe. 

Between Great Britain and Italy, as The Times has but 
recently written, there were friendly relations of long stand- 
ing with memories dear to both countries. They can only be 
renewed by the free play of individuality and a lively interest 
in the things of the mind, by those great forces which bind 
men and women in civilization. It is for this reason that I 
have welcomed the privilege of writing in Lloyds Bank Review. 


C. BRESCIANI- TURRONI 
(Chairman, Banco di Roma). 


Rome. 
December, 1947. 
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II—War-Time Changes in Agricultural 


Marketing 
By E. H. Whetham 


PART from the far-reaching changes which have taken 
A place on the farm during the past seven years and which 

have been outlined in a previous article, there have also 
been fundamental alterations in the marketing of food and in 
the methods of paying for it. These changes are possibly 
less spectacular than in farming itself but they are no less 
important for the future of the industry. 

The Agriculture Act recently passed provides a frame- 
work of agricultural marketing which differs radically from 
that existing in 1939. Considering the amount of legisla- 
tive and practical experience which was embodied in the 
pre-war structure, it is perhaps surprising that so little of it 
has been revived or appears likely to be revived. This lapse 
must be ascribed mainly to the striking change in economic 
fashions during the period which makes any pre-war model 
seem to be out of date; but in addition there has been little 
pressure from the interests concerned for a revival of marketing 
systems which were generally felt to be unsatisfactory in many 
aspects. 

It is important, before discussing the changes which 
have occurred during the War and the prospects for the 
future, to recall briefly the situation that had been reached in 
1939 and the machinery which had been established parti- 
cularly to deal with the marketing of home-grown produce. 
Against such a background, it will be easier to assess the two 
radical changes that have occurred, the establishment of 
guaranteed markets and of guaranteed prices. Born of war- 
time necessity, these two new arrivals appear to have come 
to stay; they are indeed an integral part of any future plan for 
British agriculture, but at the same time they may call for recon- 
me of much that was built up laboriously before the 
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AGRICULTURAL MARKETING BEFORE 1939. 

In the nineteen-thirties, the State experimented widely 
with different methods of assistance to the marketing problems 
of British agriculture, so greatly intensified by the depression 
of 1929-33. In the economic atmosphere of that period, 
it was perhaps inevitable that the main emphasis should be 
laid on the restriction of supplies, rather than on the expansion 
of demand, in attempting to create a price level profitable 
to the producers. After 1932, the Government imposed tariffs 
on many imported foodstuffs ; quantitative restrictions, imposed 
either unilaterally by the British Government or by agreement 
with the suppliers concerned, were also imposed on imports 
of meat, bacon and ham, eggs and processed milks. 

Direct subsidies were also provided to home producers 
of certain products, notably wheat, beef and milk products ; 
the production of sugar beet had been subsidized ever since 
1925. For wheat, the subsidy, derived from the proceeds of a 
tax on flour production, was linked with a guaranteed price 


for a quantity of home-grown wheat not exceeding a stated | 


maximum ; an increase in production above this level brought 
a corresponding fall in the guaranteed price. After the renewed 
slump in sheep prices in 1938, a minimum price for fat sheep 
was arranged for the 1939/40 season, but owing to the War 
it never became effective. 

For other commodities which many farmers sold to a 
comparatively small number of distributors or processors, 
the favoured remedy for the low prices of the depression 
period was marketing boards elected by the producers con- 
cerned which, it was hoped, would improve their bargaining 
power in dealing with the purchasers of their output. As 
voluntary co-operation among farmers had seldom succeeded 
in this country, a majority of the producers was empowered 
to compel any dissident minority to abide by the contracts 
negotiated through these organizations. An independent 
Board or Commission might be established, as for bacon, 
pigs and sugar beet, to act as arbitrator between producers 
and processors, to initiate research into technical problems 
and to encourage general efficiency in marketing methods. 
The Food Council and Consumers’ Committees held a watching 
brief on behalf of consumers over all these marketing boards ; 
their function was purely advisory and their reports and 
recommendations seem to have met with little response. 
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Of these various organizations, those concerned with 
direct grants were certainly the cheapest to operate. The 
subsidies for fat cattle, sugar beet and wheat, administered by 
officials independent alike of farmers and merchants, involved 
no political problems during the term for which their funds 
were authorized by Parliament. The guaranteed price for 
wheat was popular with farmers, though some of them, 
perhaps unreasonably, criticized the principle of its reduction 
after a certain quantity had been produced. The lack of any 
fixed or minimum price for fat cattle was more strongly 
criticized ; it was claimed that the subsidy on each beast 
provided by the Government tended to depress market prices 
and thus benefited the butchers rather than the farmers to 
whom it was actually paid. The marketing boards for potatoes 
and hops sought to stabilize their markets by reducing the 
annual fluctuations in the area planted with these crops ; 
the fines they imposed on plantings in excess of a “ basic” 
acreage conferred a monopoly value on farms on the original 
list and thus tended to stereotype the areas of production. 
The marketing board for pigs and bacon had a chequered 
history, leading in 1938 to a breakdown in the system of 
contracts between curers and producers of bacon pigs; the 
absence of control over the market for pork pigs, the excess 
capacity of the bacon factories, the wide fluctuations in feeding- 
stuff prices and the obstinate preference of the British house- 
wife for the imported product from Denmark, all contributed 
to this unfortunate result. 

The largest of these marketing boards and the most 
complex was the English Milk Marketing Board, concerned 
with the annual disposal in England and Wales of more than 
1,000 million gallons of milk with a wholesale value in 1938 
exceeding £50 millions. Three smaller and rather simpler 
Boards were also established for the different regions of 
Scotland. These Boards, as parties to all wholesale 
contracts for milk, prescribed the terms of these transactions 
which they enforced on producers by a system of fines for 
any breach of the regulations. In order to protect the market 
for liquid milk from outside competition, the English Board 
prescribed not only fixed prices for such sales between farmer 
and distributor, but also minimum retail prices on resale to 
the ultimate consumer ; it also prescribed prices at a lower 
level for milk sold for manufacture into such products as 
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condensed milk or cheese which had to be sold in competition 
with imported supplies. The Board collected all moneys 
due to milk producers from these sales and roughly averaged 
the proceeds from the various markets. In differentiating 
between the prices charged for milk sold for the liquid market 
and that sold for manufacture, the Board provided an excellent 
example of a “ discriminating monopoly,” charging what the 
traffic would bear to each type of consumer. It is not surprising 
that the Food Council protested more than once against the 
support given by the Board to the relatively high price for 
liquid milk ; it argued that somewhat lower retail prices and 
increased consumption in this market would, by reducing 
the amount sold for manufacture at much lower prices, increase 
the average of producer returns. The Food Council pointed 
to the steady rise in the production of milk which in the 
immediate pre-war years was increasing at a faster rate than 
the consumption in liquid form, so that an expanding propor- 
tion of total supplies was forced into the less valuable markets. 

Although all these marketing boards possessed powers 
to improve the efficiency of marketing methods, there was but 
little attempt to use them. Between the two World Wars, 
numerous Commissions and Committees of Inquiry regretted 
the rising costs of distribution, as measured by the spread 
between the price paid by the consumer and that received by 
the producer. There was constant criticism over the technical 
inefhciency of many processes in the chain—the multiplication 
of milk carts delivering milk in one street and of milk lorries 
collecting from farms in the same area, the small size and 
inadequate facilities in many slaughterhouses, the transport 
of potatoes from Lincolnshire to the London wholesale markets 
for ultimate use by consumers in the Midland counties. The 
rigid structure of distributive costs prevented consumption 
from responding to variations in output which therefore 
resulted in violent fluctuations in producer prices; on the 
other hand, since distributive margins were not easily squeezed, 
the average level of prices for any product could not be raised 
without an immediate increase in retail prices which reduced 
consumption. The Agricultural Departments officially en- 
couraged the production of cleaner milk and the improved 
packing and grading of eggs, fruit and vegetables, but the 
marketing boards gave surprisingly little attention to the 
transport and processing of foods between the farm gate and the 


| 








on 


ed 
ng 


nt 
he 
1g 
1e 
or 
id 


1g 
se 
1e 


P= 


‘Ss 


ad 
ct 


we 
- 


a) i) ee od) ee 


er lCUO.)2s( YW 


37 


consumer’s table. In rural districts and on the edge of the 
towns, producers and consumers were indeed in close contact, 
but in the supply of foods to the great urban areas, there was a 
marked contrast between home-grown and imported produce. 
Imported eggs, butter, cheese, meat and fruits were normally 
raded and inspected in the countries of origin; they were 
well packed for the sea voyage and delivered in bulk at ports 
adjacent to the consuming areas—London, Hull, Liverpool 
and Glasgow. The British product was usually ungraded, 
often inadequately packed and delivered to the wholesale 
markets in small and irregular consignments. 

Representatives of the consumers thus criticized the 
marketing boards largely because of their tendency to adopt 
monopolistic practices and to defend the status quo in distribu- 
tive margins and trade customs. Distributors and wholesale 
buyers also denounced them as State-protected monopolies 
unresponsive to public opinion and criticized their occasional 
interference in the existing structure of markets. Nor were the 
farmers by any means satisfied with the results of the Agricul- 
tural Marketing Acts, though it was generally agreed that some 
improvement had been achieved in stabilizing markets. Except 
for wheat, farmers could count on no certain price by which to 
steer their production ; they had no guarantee that the com- 
modities produced would find a market. Prices were still 
dependent on factors which were beyond the farmer’s control. 
For example, the exceptionally good barley harvest over most 
of Europe in 1938 brought, as usual, a heavy fall in price on the 
British market and rendered much of the poorer quality 
unsaleable. The steadily increasing production of milk in the 
west of Britain, sold mainly for manufacture, lowered the 
average returns of established producers in other areas. The 
Pigs Marketing Board could not prevent the fluctuations in 
feedingstuff prices from spasmodically squeezing producers’ 
profits against a stable price for bacon, and thus frustrating 
any system of annual contracts between pig fatteners and bacon 
curers. It was impossible to decide who benefited in what 
degree from the subsidy for fat cattlke—butchers, graziers, or 
the breeders of the animals concerned. A section of farmers 
in this country, as in others, demanded from the State a 
certain and profitable market for what they wanted to produce 
with no State interference in the conditions of production. 
More responsible opinion recognized this ideal to be un- 
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attainable and possibly undesirable, but it was generally 
acknowledged that the producer-controlled boards were un- 
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likely to achieve a radical improvement in the physical pro- © 
cesses of marketing ; nor could the boards abolish the price © 
fluctuations inherent in a free economy. It was recognized © 


that a system of State contracts for home-grown produce k 


could hardly function without a similar control over imports 
and would create a radical alteration in the structure both of 
world trade in the staple foodstuffs and in their distribution 
in this country. Nor, if the State was to become the farmer's 
main customer, could it be expected to be indifferent to the 
technical efficiency of its suppliers. But in the years before 
the War experiments in some type of State contracts were 
increasingly advocated in the hope of reducing the main evil 
of the existing system—organized measures to restrict food 
supplies combined with malnutrition among a large section 
of the British nation. 


THE GUARANTEED MARKETS AND GUARANTEED PRICES. 

The outbreak of war in September, 1939, altered the 
fundamental basis of agricultural marketing. The need for 
ensuring an equitable share for all required the centralized 
control of food supplies and distribution, for both home- 
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produced and imported foods ; the need for increasing home | 


production, particularly along certain lines, and the Govern- 
ment’s policy of stabilizing the cost of living required the 
control of prices. Guaranteed markets and guaranteed prices 
were initiated for the main products of the farm. 

The Ministry of Food was established to safeguard the 
supply of essential foods to the nation; the Agricultural 
Departments assumed drastic powers to control and direct the 
operations of the thousands of farmers throughout Britain. 

he Ministry of Food undertook to buy at stated prices the 
total home production of wheat, sugar, fat stock and milk, 
and later extended its operations to include potatoes, eggs, 
barley, carrots and onions. The progressive rationing of foods 
provided a ready market for such minor products as fruit 
and the common vegetables (for which maximum prices were 
gradually imposed) and the home consumption of potatoes 
and milk steadily increased ; in 1940, the cheap milk schemes 
were extended to include all children and nursing and expectant 
mothers, in order to safeguard the adequate nutrition of these 
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vulnerable classes. Only the production of luxury foods, 
such as cream and cucumbers, was restricted or prohibited. 
As in the First World War, the shortage of shipping to import 
bulky and unessential foodstuffs gradually created for farmers 
an almost unlimited market for everything they were allowed 
to produce. The search for markets was ended, temporarily 
at all events ; the efforts of farmers could be concentrated on 
the technical difficulties of converting grass fields to more 
productive uses, of securing with limited supplies of men, 
machines and fertilizers, the maximum output of cereals, 
potatoes and milk. This fundamental change in conditions 
was reflected in the suspension during the autumn of 1939 
of the producer-controlled marketing boards and independent 
Commissions for wheat and livestock, whose officials were 
absorbed into the Ministry of Food. To this clean sweep, 
there was one small and one large exception. The Hops 
Marketing Board was left in being, with instructions to main- 
tain but not to increase the area under hops, while it was 
decided that the administration of the complex milk markets 
should be left in the charge of the four Boards which continued to 
function, nominally, as servants of their registered producers 
a ‘" fact, under the general direction of the Ministry of 
ood. 

Together with the purchase of home-grown foods, the 
Ministry assumed general control over the purchase and 
distribution of imported supplies. Contracts for the staple 
foods were arranged with the Governments or producers’ 
organizations in the exporting countries; importing firms 
were employed individually or as partners in an emergency 
trading group to carry out the handling and dispatch in this 
country. As far as possible, the usual channels of trade were 
kept in being; price margins allowed for processing and 
handling were related to the average of those existing in 
1939, adjusted, as the War progressed, for changes in ascertained 
costs. As the pressure on shipping and on foreign exchange 
increased, the import of practically every type of food was 
gradually brought under the control of the Ministry. 

For some foods, rationing and its inevitable accompani- 
ment, the control of distribution, involved a radical change 
in trading methods. For example, before meat rationing could 
be imposed, the Ministry of Food found it necessary to close 
nearly a thousand of the smallest slaughterhouses ; in place of 
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from which the animals, purchased and graded by the agents 


of the Ministry, were dispatched to the nearest abattoir, | 
The carcasses remained the property of the Ministry until | 


delivery to the butchers; the wholesale meat traders, acting | 


in co-operation with the Ministry’s livestock officers, were | 
responsible for the allocation and delivery of meat to supply | 


the weekly ration. 
A similar reorganization in trade was forced on the 
Ministry when it became necessary to ration eggs and milk. 
For milk, it was found that the system of individual contracts 
between dairy farmers and wholesale distributors or manu- 


facturers of milk products could not meet the need for rapid 


changes from the pre-war pattern of distribution necessitated 
by the steady increase of consumption under the National 
Milk Schemes. The individual contracts were cancelled and 
assumed by the Milk Marketing Boards ; the Ministry of Food, 


buying from the Boards, obtained complete control of the flow | 
of milk and directed it to wholesalers and manufacturers in | 


is 


accordance with priority demands. 

In the course of 1943, the increasing pressure on manpower 
and transport enforced still further simplification on the 
distribution of foodstuffs. By virtually abolishing the con- 
sumer’s choice in dairymen, retail milk rounds were at last 
rationalized in urban areas, though some latitude was allowed 


to the Co-operative Societies. The collection of milk and | 
livestock from farms was similarly treated. At the wholesale | 


stage, the Ministry enforced a drastic “‘ zoning "’ to ensure that 
retailers were supplied from the nearest source; for many 
processed foods—breakfast cereals, chocolate and the like— 


the brands available in any one area were thus drastically | 


reduced. The planned decline in the output of livestock, 
resulting from the shortage of feedingstuffs, again stimulated 


the “ slimming” of distribution ; egg packing centres, bacon | 


factories and slaughterhouses were closed as output fell and 
their collecting areas allocated to other units. The displaced 
workers and discarded factories were quickly put to more urgent 
employments. 

Not only did rationing and control entail a drastic 
rationalization in marketing methods, but it also virtually 
eliminated the housewife’s choice. The consumer was given no 
choice in types, qualities or brands. Meat was just meat, 
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whether it was fresh or frozen, lamb or beef, choice steer or 
elderly cow. A minimum of classification—first or second 
quality, large or small—was provided for only such products 
as fruit, tomatoes or eggs. Uniform rations eliminated 
established preferences for which the distributive trades 
catered before the War; the supply of Caerphilly cheese to the 
Welsh miners and of fat bacon to those in Durham ; Wiltshire 
cured bacon for London and Midland rolled bacon for the 
north of England. The Ministry, the traders and the farmers 
knew they could sell everything that could be supplied, with 
only a few exceptions. 


AGRICULTURAL PRICES. 


The war-time policy for food prices was the resultant 
of two forces, the need for higher prices to farmers to stimulate 
home production and the need for keeping retail prices of 
essential foods within reach of all consumers. 

The decision to stabilize the cost of living index in the 
interests both of nutritional policy and of preventing inflation, 
led inexorably to a separation of retail food prices from those 
paid to the British farmer which had perforce to be adjusted 
upwards by successive increases in wages and other costs. 
Equally, the price level of home-grown produce had to be 
isolated from that of imported foods, some of it obtained on 
Lend-Lease from the United States and Canada, all of it 
brought to this country, whatever the source, at high costs 
for war risk insurance. 

From the British farmer’s paint of view, the provision 
of guaranteed markets would have had little meaning without 
some kind of guaranteed prices. The Government asked 
for an increased output of certain foods, notably the heavy 
calorie yielders—wheat, potatoes and sugar—and milk. For 
this, farm incomes had to be raised to cover the increased costs 
of production and additional stimulus had to be given by raising 
the prices of the desired products proportionately more than 
the prices of those which were not so important. The final 
coherent policy was reached only by a process of trial and error. 
At the outbreak of war, the Ministry of Food, acting in con- 
sultation with the Agricultural Departments, established 
fixed or maximum prices at approximately the levels ruling in 
August, 1939; to these, and to the corresponding prices for 
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imported foods, were added the customary trade margins to” 


obtain prices at the wholesale and retail levels. It was not long 
before the early machinery of price fixing had to be overhauled, 

Unforeseen changes in production costs started to make | 
themselves evident ; hurried adjustments in individual prices | 
to allow both for rising costs and for stimulating production 

caused an unbalanced structure which distributed increased | 
profits at random between different types of farming and were 
but little co-ordinated with the main lines of production 
policy. For example, an early decision not to control the markets 
for oats and barley led, during the winter of 1939/40 when im- 
ports were progressively reduced, to quite exaggerated prices for 
these products and to claims for compensatory prices by | 
producers of bacon from barley meal and of beef from oats; 

another decision by the Government not to subsidize the 

prices of imported feedingstuffs and fertilizers, whose costs 

of acquisition rose sharply in the first months of war, led to 

similar claims from all livestock producers. One of the early | 
lessons of price control was that successful control required | 
the inclusion of all important products and also of the main 

items in the farmer’s expenditure. 

Price increases were not, however, the only stimuli 
designed to increase production. Acreage grants were found 
useful for expanding the area under particular crops (wheat, 
potatoes) or for extending crop production on to technically | 
unsuitable land, in the interest of the winter feeding of live- 
stock (marginal production grants). For those farms producing 
commodities not purchased by the Ministry of Food—hill and 
upland farms selling store sheep and cattle—direct subsidies 
were given, in relation to the number of sheep and cattle, in 
order to offset the higher wages and to keep profits somewhat 
in line with those earned by other farmers. Grants were also 


freely offered to stimulate draining, bracken cutting and the | 


greater use of lime and basic slag. 
It would be misleading to leave the impression that 
financial incentive was the only means of steering home- 


production into nationally approved channels. It was strongly | 


supported by the powers of control and supervision exercised | 
by the Agricultural Departments and the War Agricultural 
Executive Committees, together with the rationing schemes for 
feedingstuffs, fertilizers and machinery. 
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Post-War PROSPECTS. 

What is to be the pattern of food distribution in the 
years to come? A clear distinction must be made between the 
immediate and the more distant future. So far as the former 
is concerned, there seems to be only one conclusion. At the 
moment, British agriculture is still operating under siege 
conditions. The world shortage of foodstuffs has led to more 
rationing and to smaller rations, for humans and animals alike ; 
the need to force the production of cereals from our own soil 
is as acute now as in the darkest days of the Battle of the 
Atlantic. Even if the world shortage of foods is mitigated 
after 1949, it does not follow that the pre-war trade, whereby 
the British market absorbed a large part of the world’s food 
surpluses, will be resumed ; on the contrary, our purchasing 
power would appear to be weak, especially in the hard-currency 
areas, for some years to come. Supplies of food on the British 
market will therefore continue to be inadequate to meet 
internal demand, particularly if the present financial policy is 
maintained whereby weekly average earnings stand at about 
7o per cent. above pre-war while the level of food prices has 
risen by about half this proportion. Inadequate supplies in 
relation to demand will necessitate rationing and this, in turn, 
will entail the continuation of the control of distribution which 
developed during the War. From time to time, individual 
commodities may come into easier supply and may be 
decontrolled, but it is unlikely that the basic foods, fats, meat, 
milk, will come into this category for some years ahead. 

The Lucas Committee appointed to investigate the 
Agricultural Marketing Boards has reported against their 
revival in the post-war world for this same reason. The 
Committee argues that the Agricultural Marketing Acts were 
designed to protect the producers in a period of depression and 
inadequate demand; it considers, and rightly so, that the 
monopoly powers thereby granted to farmers are quite 
inappropriate to the present situation, where the consumer 
has to be protected against the high prices resulting from 
world scarcity and dollar shortages. 

The primary interest in the efficient distribution of food 
has now fallen to the British taxpayer. Early this year, the 
annual loss incurred by the Ministry of Food in buying and 
selling, at the existing retail prices, the nation’s food was 
estimated at £392 millions. Since then, farmers in this country 
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have been granted higher prices for crops, fatstock, eggs and 
milk, and a revival of the wheat acreage payment. The price 
of imported foods has continued to rise during the year, though 
the quantities purchased will presumably be reduced as, and if, 
home production again expands. Both the Chancellors con- 
cerned with the supplementary Budget supported the decision 
not to allow the total food subsidies to increase above the 
existing level, though neither of them explained whether the 
“ existing level ’’ meant the annual equivalent of the cost in 
November, or the latest published estimate of £392 millions 
a year. But this minor uncertainty does not alter the fact 
that the British taxpayer is vitally interested in the efficiency 
with which food is supplied and distributed to him as a 
consumer. 

The Lucas Committee felt the urgency of the nation’s 
need for more efficient and cheaper distribution. It considered 
that the necessary reforms were not a task that producers 
could execute through the Agricultural Marketing Acts. It 
also decided, rather brusquely, that the Ministry of Food was 
too “ distributor-minded ” to carry out this task and it therefore 
recommended that the Government should establish, for each 
of the major products sold by British farmers, a Commodity 





Commission charged with the purchase and distribution at the | 


lowest possible cost to the taxpayer. The system of guaranteed | 


prices should be adapted to fit this framework by allotting to 
each Commission whatever annual sum is necessary to provide 


farmers with the agreed average price; the net trading loss F 
incurred by selling at the prescribed prices to retailers would | 


of course be recouped from the Treasury. 

This ingenious arrangement recognizes the interest of 
the taxpayer or the consumer in the structure of food marketing. 
But the organization proposed to express this interest seems 
formidable in its complexity and also incomplete, since it 
excludes the purchase and distribution of imported foods, 


which in their final form are often indistinguishable from the | 


home-grown product. Was the Ministry of Food, in fact, 
worthy of blame for its failure to carry out drastic reforms in 
the distributive trades ? Its primary task was to keep the nation 


fed during a long War as equitably as possible and with the | 
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minimum use of shipping, a task that would be achieved only | 


through the existing marketing structure. It did, in spite of 
difficulties, achieve a considerable measure of simplification 
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and economy in transport for a number of products. It must 
also be remembered that the degree to which trading firms 
can be eliminated, margins reduced and trade marks extin- 
guished is dependent on political factors—and politics are 
strong in the distributive trades, embracing the rival interests 
of large combines, retail co-operatives and innumerable small 
shops. It seems doubtful if any Commodity Commissions, 
appointed by but independent of the Government, could 
justifiably be entrusted with powers of life and death over all 
these concerns without involving that ultimate court of appeal, 
the House of Commons. And if politics are inevitable, it 
would seem simpler and less cumbersome to entrust the task 
to the Ministry of Food, which is already engaged in it, which 
presumably must remain the purchaser of imported foods and 
which is constitutionally responsible to the Treasury and the 
taxpayer. 

But there is no doubt that many of the temporary arrange- 
ments made by that Ministry during the War need revision. 
Many importing and wholesale firms were engaged by the 
Ministry to supervise the physical processes of distribution or 
processing at fees usually related to pre-war earnings, since it 
was intended to keep the firms in being for post-war revival. 
With the Ministry established on a permanent basis, such 
agreements would need reconsideration; pre-war practices 
and earnings have little relation to the world of 1948. 

What then of the farmers’ own marketing boards? The 
Lucas Committee suggested that they should be reconstructed 
to provide technical services for the farmers and to supervise 
the first stage in marketing. That argument seems sound, 
especially if the Ministry of Food should remain the principal 
buyer at the point of first sale. It must be admitted that with 
the attainment of guaranteed markets and minimum prices at 
profitable levels, farmers seem to have lost interest in the 
efficient marketing of their produce, judging from the careless 
handling and inadequate grading now so prevalent. That is 
indeed a pity, since the farming community should not ignore 
the eventual results for it of inefficient distribution. If the 
amount to be contributed by the taxpayer in food subsidies is 
now to be limited, any unnecessary marketing costs must 
involve higher retail prices with, eventually, a check to demand 
or alternatively lower agricultural prices. A series of producer 
Marketing Boards might serve to stimulate the Ministry of 
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Food in its tasks, while themselves taking the responsibility 
for the first stages in packing and transport, for the investigation | 
of production costs and for negotiating the annual review of 
prices. In any case, it appears that some further legislation 
on this subject is urgently needed. The Marketing Boards 
must be either finally killed or resuscitated in some form or 
other; the Ministry of Food cannot continue to operate 
indefinitely under the Defence Acts of 1939, extended and , 
modified by subsequent orders to cover a period of transition | yolur 
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from war to peace. comf 
Looking further ahead, it is more difficult to forecast the _ a4 


organization of food distribution in this country. So much) desc 
depends on the political framework and on movements in the to in 
balance of payments. But the Ministry of Food is surely2 ‘4 
permanency, together with the system, evolved during the 

War, of guaranteed prices and markets for the main output of | hap 
British farms. Assuming, however, that economic conditions| 5 
improved, would this organization, designed to spread scarcity : It is 
equally, prove capable of dealing with plenty? Would it find | sub: 
itself too well wedded to the drab uniformity of austerity? 


Or would it have the imagination and flexibility to provide inte 
those goods and services which give grace and variety to living! whi 
One of the first signs of its ability to do so would be to restore) © 


a greater measure of consumer’s choice, to re-institute the 
grading of produce, and to return some of those services which 
ease the strain on the housekeeper at little expense in labour 
or materials. 


E. H. WHETHAM. 


Department of Economics, University of Aberdeen. 


December, 1947. 


SBEreEOOSBSeegaygs 






ibility 


pation ¥ 





ew of f 


lation 
Oards 
Mm or 
erate 
| and 
Sition | 
i 
t the 
nuch 
1 the 
ely a 
the 
ut of ; 
Ons | 
rcity 
fat § 
ity? 
vide 
ng? 
tore | 
the 
lich 


' 


Our 











Publications Received 


SCOTLAND 
A DESCRIPTION OF SCOTLAND AND SCOTTISH LIFE. 


Edited by Henry W. Merxze, C.B.E., D.Litt., LL.D., His Majesty’s Historio- 
grapher in Scotland. (Thomas Nelson & Sons, Ltd. Price 15/-.) 


This work succeeds admirably in steering a middle course between those 
volumes which are either too technical or too slight; it brings together into a 
compact and consistent form a large amount of material which isnot readily accessible ; 
and is written with a sense of discovery and adventure which carries the reader 
along in spite of himself. There are sixty-eight photographs which can only be 
described by any standard as superb, and nine plates in colour. The book is designed 
to introduce Scotland to every kind of visitor whatever his interests, and we are 
told that the writing of the chapters (which include economic topics, with the 
omission, Aorribile dictu, of banking) has been entrusted to leading authorities. 
Here, to appropriate the words of John Buchan, “are none of the familiar luscious 
thapsodies which give plain people shivers down their spines.” Indeed, the text 
has a charm, precision and accuracy that are too often lacking in books of this 
character, and the result is a masterly blend of aesthetic beauty and narrative power. 
It is a pity there is no index, but this peccadillo will doubtless disappear in all 
subsequent editions. Where all reaches a high literary level it may seem invidious 
to single out one of the sections. Yet the reader will note, as outstanding, the 
historical interlude. It pictures in subdued prose the vivid reality, the subtle 
interchange of light and shade, the strongly contrasted characters of that sturdy race 
which has carried the British flag in its best colours across the face of the globe, often 
to the redemption of the oppressed, almost always to the enlargement of our 
sympathies with each other. a 


ARE THESE HARDSHIPS NECESSARY? By Roy Harrop 
(Rupert Hart-Davis. Price 5/- net.) 


Some slight reservations on matters of detail and emphasis are justified; but 
one cannot believe that any reader open to reasoned argument could follow this 
brilliant exposé of our difficulties and yet refuse to admit that Mr. Harrod has 
proved his main thesis up to the hilt. His diagnosis will not be unfamiliar to readers 
of this Review. While admitting that the world situation explains one or two 
specific shortages (as of grain or timber), Mr. Harrod shows conclusively that 
the all-pervasive shortage of materials, and manpower too, is the product of inflated 
demand—that is, of the inflationary pressure set up by the attempt to do too many 
things at once. In particular, Mr. Harrod blames the big Government capital 
programmes, such as the housing programme, both for the yawning gap in our 
external payments and for frustrating the attempts of industry to rebuild its working 
capital. If, on the other hand, the capital programmes and Government demands 
on our resources were cut by a figure which Mr. Harrod puts at £500 millions, 
he holds that the external deficit would rapidly disappear. That may be too opti- 
mistic, for in the present state of the world it seems doubtful whether we could 
hope to eliminate the dollar deficit entirely ; what is true is that our external deficit, 
including the dollar deficit, has been greatly increased by the internal inflation. 





48 


44 
Certainly, we cannot even hope to balance our international accounts so long as the f 


inflation persists. Written at white heat during the convertibility crisis, this 
admirably lucid tract for the times deserves praise for everything save its slightly 
misleading title: for on his opening page Mr. Harrod acknowledges that, having 
got into our present position, we must probably “ endure another turn of the 
screw of austerity.” (Indeed, Mr. Harrod’s prescription for restoring equilibrium 
exclusively by cuts in capital and Government expenditure follows only from 
his personal belief that the consumer has not, on the whole, had more than he 
should have had.) Mr. Harrod’s chapter on the advantages of the price system 
should be carefully studied by all who believe in “such manifestly cumbrous 
and broken-down techniques as the central allocation of materials and import- 


programming.” 
W.M.D. 


THE CAMBRIDGE JOURNAL 
(Bowes and Bowes, Cambridge. Price 3/- monthly.) 


A welcome addition to the select company of monthly reviews, dealing with 
politics, economics and the humanities generally. The November issue contains 
a challenging article by Mr. S. R. Dennison on “* The Problem of Bigness ” which 
emphasizes the difficulty of maintaining efficiency throughout any large organization, 
from a mammoth corporation to a nationalized industry or, even more, the limiting 
case of a controlled economy. It is interesting to read Mr. Dennison’s article in 
conjunction with Professor D. H. Robertson's recent address to the British Associa- 
tion, which it is understood is to appear in the Economic Journal for December, 1947. 


W.M.D. 


EXPLAINING ECONOMICS By Gerrrupe WILLIAMS 


(To be obtained only from The Bureau of Current Affairs, 117 Piccadilly, London, 
W.1. Price 2,’-.) 


The danger that, in economic questions, the contemporary mind may be taken 
by storm through the fluent repetition of second-hand dogmas is very real. We can 
only be saved from this by brief and judicious commentary from those of tranquil, 
broadset, and comprehensive judgement. Then the voter will approach our grave 
problems not only with instruction, but also with copious reserve, with questioning 
scrutiny, with liberty to reject, and with much exercise of that liberty. Mrs. Williams 
is concerned to show that the thirst after broad classifications works havoc with the 
truth, but her own booklet reveals a tendency towards over-simplification. More, 
for instance, might have been said in precise terms about the practical results which 
are aimed at in the nationalization of transport, and hardly a hint is given of its 
pitfalls in operation. But without discussing that thorny problem, and certainly 
without committing ourselves to some of her promptings and nett solutions, we 
recognize that her aim is to encourage enquiry and discussion, and not a few readers 
will obtain from her marked and telling points of view some aid in the search for 
equity, measure, and balance. The material of the economist is the world of human 
beings and their relations to each other. Mrs. Williams does not describe it on the 
easy terms of a bystander; she keeps a real human being in the foreground of her 
picture. Although this may not be the highest merit of the elementary teacher, it is, 
in some sort, the first, for it makes the story immediately and easily interesting to a 
careworn generation. " 

A. P. 
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Yi 
= f THE A.B.C. OF COMMERCIAL LETTERS OF CREDIT, 
tly © By Joun L. O’Hattoran (Manufacturers Trust Company, New York.) 
the An outline of Letter of Credit financing ; in terms of American practice but 
a : of interest to bankers in this country. 
om 
La BUYING FROM AUSTRALIA (Bank of New South Wales, Sydney.) 
us To assist overseas importers to find in Australia a new source of supply for 
rt- some of the goods they need; copies may be ordered through branches, corres- 


pondents or agents of the Bank of New South Wales. 





Statistical Notes 


Foop Prices in U.S.A. anpD U.K.—It will be seen that between 1939 and 1943 


food prices in the United States rose by about 50 per cent., or almost twice as much as 
ch in this country. A fresh spurt to roughly double the pre-war level has followed the 
a removal of price controls in mid 1946. The index used for the United Kingdom is 
ng ' derived from the estimates of total expenditure on food given in the National Income 
| White Paper. The bottom half of the chart brings out the much lower prices ruling 

» in this country, even before the recent upsurge in the United States, for three 


~ i representative foodstuffs, due partly to the food subsidies. Between June, 1945, 
and August, 1947, it will be seen the price of butter in this country was actually 
reduced by 20 per cent., whereas in the United States the same period saw a rise of 
62 per cent. 

DraFTS ON EXCHANGE RESERVES.—The mounting losses of exchange which 
culminated in the convertibility crisis of August last are apparent from the table 
and chart on page 53. In the succeeding four months, drafts on the Canadian credit, 
sales of gold, borrowings from the International Monetary Fund and a drawing in 
December of £25 millions on the U.S.A. credit totalled a further £253 millions 
(though it should be noted that gold sales are shown gross : deducting gold received 
from South Africa, net sales were £24 millions in October and £37 millions in 
November). On January 7th Sir Stafford Cripps stated that the dollar drain 
had abated to a rate of rather under $45 millions per week. By the end of 1947 
it was expected that the gold reserve would be reduced to around £500 millions. 


EMIGRATION AND IMMIGRATION (pages 54, 55).—During 1946 more emigrants 
left this country than in any year since 1926 and were over double the number of 
those returning to Britain. This contrasts with the pre-war years, when in the period 
1931-38 there was a total net immigration of over 190,000, following a large net 
efflux during the twenties. For the period shown, in only two years did the number 
of emigrants to the U.S.A. exceed the 50,000 who left in 1946; this figure includes, 
of course, wives and children of American service-men. On the other hand, 
emigration to South Africa during the first half of 1947 was at a record level. 
Between the Wars on the average at least three-quarters of those emigrating went 
to British countries which, in turn, provided roughly the same proportion of 
immigrants into this country. It should be noted that the charts relate only to 
passengers travelling by sea. 


Housinc.—From the chart on page 56 it will be seen that completions of 
permanent houses by private builders have fully kept pace with the new houses 
started, whereas in the case of local authorities the number under construction 
shows an uninterrupted rise. In October, local authorities had no fewer than. 
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216,341 houses under construction, which would take over nineteen months to 
finish at the current rate of completions. For private builders the numbers under 
construction would take on the same basis only nine months to complete. The 
Government have decided, in their proposals for reducing capital investment in 
1948, that the 260,000 houses under construction, together with 90,000 houses in 
tenders approved but not yet started, should be completed as quickly as possible, 
It is estimated that supplies of imported timber available during 1948 will be 
sufficient for the completion of no more than 140,000 houses; approvals of new 
houses will be granted so that by the middle of the year houses under construction 
should be reduced to 210,000. 


BRITAIN AND THE MARSHALL PLaN.—From the first table on page 57 it will | 
be seen that though our grain and milk production are now higher than before the 


War it is not estimated that home production of butter, fats and meat will have 
regained the pre-war level even by 1950-51. As regards coal, it is hoped that by 1950 
output will have exceeded the 1938 figure and that exports will be resumed on a 
modest scale during 1948. Steel production in the second and third quarters of 
1947 was running at an annual rate of rather under 12} million tons but in October 
and November the output rate exceeded 14 million tons, or more than the Paris 
estimate for 1948. 


The third table gives an estimate for 1948, based on prices ruling at July Ist, | 


1947, of the balances of payments for some of the participating countries (excluding 
their dependent territories) on the assumption that they will have sufficient foreign 
exchange to meet their import requirements. President Truman’s request for an 
appropriation of $6,800 millions in respect of Marshall Aid for the fifteen months 
beginning April Ist is related to a total estimated dollar deficit of $8,927 millions 
(which covers also dependent territories and the Anglo-American zones of Germany). 
Of the balance, $822 millions represents German occupation costs and it is estimated 
that $1,285 millions can be met without the help of the U.S. Treasury from the 
cash resources of some of the participating countries or such sources as loans from 
the International Bank. 

MoneTARY TRENDS (page 58).—For the first time since 1938, the note circula- 
tion has recently shown an appreciable decline ; on balance, over £53 millions of 
notes had returned from circulation between the August peak and December 24th, 
leaving the active circulation £60 millions lower on the year. Dishoarding on fears 
of a calling in of the present note issue has been suggested as one explanation of this 
movement. On December 24th the Banking Department’s note reserve stood as 
high as £82 millions, and the likelihood of a reduction in the fiduciary issue early in 
the New Year is indicated by the fact that Treasury sanction for the present level 
was renewed (on December 10th) for only one month, instead of the usual six months. 

The stability of clearing bank deposits during 1947 was in striking contrast 
with the pronounced uptrend during 1946, when the cheap money drive was 
associated with an expansion in bank credit of more than £800 millions. In 
November, 1947, deposits were no more than £81 millions above their level at the 
previous year-end. 

From the third chart, showing month by month movements in “ ordinary ” 
revenue and expenditure, it will be seen that up to November the whole of the 
surplus for the current financial year had been realized during the first few months. 
For the period April-November there was a surplus of £237 millions. If miscel- 
laneous receipts and receipts from surplus war stores are excluded, however, the 
returns show a deficit of £85 millions apart from any net outgoings in “ below-the- 
line ” items. 

SMALL Savincs.—The declining trend of savings is evident from the charts 
on page 59, which show the heavy net encashments of Defence Bonds and with- 
drawals from the Savings Banks during the summer months. In November the 
position improved but at the end of that month net receipts during the present 
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financial year had totalled only £109 millions, compared with the year’s target figure 
of £366 millions announced by Mr. Dalton in his budget of April last. 


YIELDS PER ACRE.—The graphs on page 60 show the average yields per acre of 
our three principal corn crops. The trend is made clear by using the device of a 
seven-year moving average. The yields of all three crops show a rising tendency in 
the long run but there is a singular uniformity in the marked falling away during 
the period 1912 to 1920. It is thought that this results from a combination of adverse 
factors together with bad weather conditions in the War years 1914 to 1918, during 
which, moreover, an expansion in acreage brought less productive land into ‘cultiva- 
tion. The rise in yields since 1920 is almost entirely accounted for by the improve- 
ment in seed strains, especially in the case of oats and barley. 


DISTRIBUTION OF MANPOWER.—For the industries given, the actual changes 
in the numbers employed during the first ten months of 1947 differed widely 
from the targets in the Economic Survey. The number of mineworkers rose 
rapidly until July, since when there has been a slight decline. The labour force 
in agriculture, where an expansion had been planned, was, by October, still 
30,000 short of the target figure, which, moreover, was criticized at the time for 
making insufficient allowance for repatriation of prisoners of war. In contrast, 
employment in building and civil engineering and in distribution and consumers’ 
services exceeded the planned increase by 182,000. On the other hand, the numbers 
engaged in public service, where it was hoped to make a reduction of 80,000, 
have in fact increased—to October, by 3,000, 

RECENT TRENDS IN THE U.S.A.—The continued rise in national income in the 
U.S.A. is brought out by the first two tables on page 62. By the third quarter of 1947 
gross national product, on an annual basis, was over 20 per cent. higher than in 
the first quarter of 1946 and more than 150 per cent. above its pre-war level. The 
increase in total personal income is even more striking—by September, at an annual 
rate, it had almost trebled since 1939. The three industrial indices given show that, 
although earnings and wholesale prices continued their upward trend during 1947, 
industrial production, apart from a dip at the end of 1946, has been maintained at a 
high and even level. An interesting feature of the financial statistics presented is the 
decline, since the peak of 1945, in holdings of Government securities—this has 
been largely due to Government retirement of debt. The increase in the gold stock 
is a reflection of America’s export surplus. 
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1946 1947 
DRAFTS ON EXCHANGE RESERVES 
Co DraFTS ON: N — yy Fat L ; 
ita Gold I.M.F. Monthly 
£ Millions U.S.A. | Guecee | Sales Borrowings, Total Average 
Credit | | 
| 
1946— | | 
June . | 400° | — | — 40-0 40-0 
July 75-0 0-0 | — | — 1 
August _ 15-0 — | — |lig-0 | 46-7 
September 25-0 5:0 _ —_ 
October | 50-0 15-0 _ _— | 
November — 25-0 - |; - -100-0 | 33-3 
December | _- 10-0 _ -_ 
1947— } 
January | 50-0 5:0 _ _ ‘) 
February | 25-0 50 | — | — |; 155-0 51-7 
March | 50-0 200 | — | — | 
April .. | 112-5 —- | -—- |} = j 
May .. | 50-0 12:5 _ _ + 253-25 | 84:4 
June .. 75-0 3-25 — — 1) 
July | 175-0 10-0 — — |) ; 
August | 150-0 17-5 _ - It Ss | 
September _ 10-0 20 15 
October [oo 7°5 35 30 i 
November ;  — 12-5 4 | | acing | = 
December ..' 25-0 100 | 2@& | — | | 








* Rate of exchange taken at $4.03. 
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| 
£ Millions | Average 
| Credit | Credit | | 
aa | 
1946— | | | | 
June . of = 4o0* | — | — | 40-0 | 40-0 
July .. ..| 70 | 200 | — | — 1 
August = ww | SO S| 150 — | — |{b140-0 46-7 
: September .. 25-0 5-0 _ _ 
October | 50-0 15-0 m= _— | 
November .. | 25-0 as | — -100°0 | 33:3 
: December — 10-0 — je— 
ps7 | 
January -- | 50-0 5-0 — _ | 
February ..| 25-0 5-0 —- | — . 155-0 51-7 
March .| 50 | 20 | — | — | | 
po Apil.. 2.) 25 | — | — | — jy | 
b Ma .. ..| 50:0 | 12:5 — _ . 253-25 | 84-4 
June... =... | 75-0 3-25 _ — | 
July .. .. | 175-0 10-0 —- | — |} 
August ..| 150-0 17-5 — _ h ee | se 
September .. — ! 10-0 20 | 15 i 
: October we | — 7°5 35 30 
November ..| — 12-5 48 | #2 I 355-0 | ate 
December .. 25-0 0-0 | 38 | — 1 
= * Rate of exchange taken at $4.03. 
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BRITAIN AND THE MARSHALL PLAN 


Some U.K. Estimates at the Paris Conference 





FOOD AND AGRICULTURE 





Av ESTIMATES 
Thousands of tons 1934-48 | 1946-47 : a 7 
| 1947-48 | 1948-49 | 1949-50 _ 1950-51 





Bread Grains— 
Home Production .. 1,722 | 2,005 1,853 1,983 1,820 1,887 
Imports ns - 5,620 4,619 5,425 5,345 5,142 5,083 
Coarse Grains— | 
Home Production .. 2,837 5,212 5,260 5,180 4,881 4,678 
Imports ‘a - 4,236 539 1696 | 2,618 3,085 3,545 








Butter— 

Home Production .. 22 9 10 10 12 12 
All Fats— 

Home Production .. 197 | 115 | 148 163 168 169 

Imports ‘a .- | 1,422 | 1,010 | 1,294 1,408 1,628 1,731 
Meat— 

Home Production .., 1,388 | 929 918 1,017 1,102 , 1,170 

Imports .. «| 1678 | 1,670 2,063 | 2,108 | 2,155 | 2,205 

Home Production .. | 17,188 7,700 7,970 8,325 8,550 8,716 
Processed Milk— 

Home Production .. 224 95 125 155 167 167 

Imports ia ua 102 166 202 | 180 157 157 

FUEL AND STEEL 
: _ a EsTIMATES aa 
illi ft 938 
ans oF tae 1948 | 19499 | 1950 | 1951 

Coal— 

Production .. .. | 227 +196 211 223 235 245 

Exports ° oe 36 1 7 17 ® . 
Petroleum Products— 

Total Imports - 10-7 17-0 21-2 23-0 25°35 26°4 
Steel— 

Production .. os 10-4 12-5 13-8 14-0 | 14-3 14-8 

Net Imports .. ne 4 6 2-3 2-1 2-1 1-9 





“*U. VU. K. “expects to provide for participating countries 21. 6 6 million tons i in n 1950 and 28.5 million tons in 1951. 
7 On basis of 52 week year. 





EUROPEAN BALANCES OF PAYMENTS * 


“| W « ‘ 
Wir AMERICAN CONTINENT orm Oruna 1 Non-PARTICIPATING 





“Imports Exports ta Sten | Deficit Imports | Exports | tavisibles | Deficit 

















$mn | $mn ; $mn. | § mn. | $mn. | $mn. | $ ma. 
UK. | 3,355 | ~ 895 | —170 | 2,630 | 2,330 | 2,320 | +360 | 350(Surpius) 
France | 1725 | 240 | —271 1,756 ais | ‘a7. | + 7 | 437 
Italy -| 1,212 | 332 | — 50 930 252 51 | — 12 | 213 
Netherlands 697 | 157 | — 92 632 271 12200 | + 6 | 145 
Greece | 551 Si-«® 511 18 | is | — sana 
ree; 33] 230 22 | — 3 211 136 | + 8 44 
Other :. “+ |_ 1,595 463 | + 22 910 | 1,280 | 1,433 | + 15 | 168 (Surplus) 
| 
| 9165 | 2,159 | 514 7,580 4,702 | 4,297 +384 | 21 








° © Estimate for 1948 on the quumgtion that the requirements of the Participating Countries as set forth at 
the Paris Conference are met. If any aid provided under the Marshall Plan implies a scaling down of require- 
ments the deficit figures would also be correspondingly reduced. 


Source: Report of the Committee of European Economic Co-operation. 
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GREAT BRITAIN 


CORN CROPS~YIELDS PER ACRE 
1885-1946 
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DISTRIBUTION OF MANPOWER 


SOME ACTUAL CHANGES IN EMPLOYMENT 
COMPARED WITH ‘“ ECONOMIC SURVEY” TARGETS 





Numbers Engaged 





December, | October | Chan jae 
1946. 1947, | 8& December, 
1947, 
"000s "000s ‘000s "000s 
PLANNED INCREASES— 
Agriculture and Fishing .. ..! 1,081? 1,090! | + 9 +. 39 
Coal: Wage-earners on colliery | 
books , -s we | 692 715 | + 23 38 
Textiles and Clothing .. is 1,378 1,432 | + 54 + 70° 
Public Utilities .. ..  .. 264 28 | + 4 17 
Building and Civil Engineering .. 1,289 1,366 | + 77 + 508 
Distribution and Consumers’ 
Services... .. «2 «. 4,293 4,483 | +190 + 55 
PLANNED DECREASES— | 
Public Service .. i -- | 2158 | 2,161 | 3 —8 
Transport and Shipping .. - 1,384 1,438 + 54 — 3 


Including Women’s Land Army and prisoners of war. 
* Representing a decline of 4,000 from the July peak of 719,000. 
* Definition in Ministry of Labour Gazette differs from that given in the Economic Survey. 
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U.S.A.: SOME RECENT TRENDS 





NATIONAL INCOME 



























































1946* 1947° 
Thousand millions 1939 
of dollars. ' Ss 
Jan.- April- july- Oct.- | Jan- April- | July- 
March June ept. | Dec. | March June Sept. 
Gross Nationa Propuct 90-4 191-7 197-0 207-5 218-6 | 223-1 229-1 232-3 
ALLOCATION OF PERSONAL | } 
IncoME— } | 
Consumption supentinene. . 67-5 | 134-3 | 138-2 147-3 154-9 158-0 162-0 166-0 
Taxation oe 2-4 | 17-8 18-7 19-1 19-5 | 21-2 21-4 21-7 
Saving 2-7 16-6 | 15-5 13-1 13-1 | 11-7 8-9 12-7 
Total Personal Income 12-6 | 168-7 172-4 | 179-5 | 167-5 | 190-9 | 192-3 | 2004 
* Seasonally adjusted annual rates by quarters. 
| | 
| 1946! 1947} 
Thousand mil!ions 1939 2 i 
of dollars. mnie “wine i 
Mar. | June Sept. Dec. | Mar. June Sept. 
PERSONAL INCOME BY DiISTRI- } | 
BUTIVE SHARES— | | 
Wages and Salaries 45-1 104-1 |} 107-9 113-0 | 117-0 117-5 121-1 124-3 
Dividends and Interest 92 | 12:9} 13-2 13-3 13-7 14-0 14-1 14-8 
Other Income ° 18-3 53-1 52:1 52-2 59-2 60-3 59-9 71-2 
Total Personal Income «» | 72-6 | 170-1 | 173-2 178-5 | 189-9 | 191-8 195-1 | 210-3 
31946 and 1947 figures are seasonally adjusted monthly totals at annual rates. 
INDUSTRY 
1946 1947 
Indices 1939 = 100. 1939 
Mat. June Sept. Dec. Mar. June Sept. 
Industrial production . 100 150 157 169 165 172 170 170 
Average hourly ecamungs (all 
manufacturing) 109 161 168 175 178 183 190 194 
Wholesale commodity Prices ee 100 141 146 161 183 194 191 204 
FINANCE 
Thousand millions | | 
of dollars. | (Oct.) 
End-year figures. 1939 1941 1942 1943 1944 1945 1946 1947 
MEMBER Barrxs IN LeapING | 
Cittes— | 
Demand deposits .. ee 18-7 23-7 28:3 33-9 35-0 37°6 40-0 47: 8t 
Loans to business and | 
industry .. 44 | 67 6-1 6-4 6-5 7:3 10-3 13: 8t 
Investments in Government | 
securities .. 8-7 | 15-0 27-8 36-1 43-8 48-5 } 36-9 38-1f 
Monsy in Cincutation =.» | 76 | 11-2 | 15-4 | 20-4 | 25-3 | 28-5 | 29:0 | 285 
Gow Stock ..  ..  «.| 176 | 22:7 | 22:7 | 21-9 | 206 22:3 








20-1 20-5 





t Not{strictlyZcomparable 


with preceding figures owing to redefinition of series in June, 1947. 
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